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PREFATOIJY NOTE TO EOHIiTIl 
EDITION 


Since the host (nlitioji of this l)()ok appeared the 
siihj(;(‘t of Intei'iDitional Tiwle lies come into uiiex- 
pef'teil promiiienee. In tin; phraseoloi^y lattdy fashion- 
able it has pass('d from tlie domain of “academic 
disf-ussion ” into the position of a “])urnin,i^ (|U(‘stiou.” 
This e-hanL{e*is not altoL^i'ther favourable to its treat- 
ment in a scientilic manner. The greater ])art*of the 
writing in the press and periodical literature is certaiji 
to l)(i crude and ill-informed, t^ie product of persons 
who have not taken the troul)le to study the genei'al 
principles that underlie the more obvious features of 
foreign commerce. The intrusion of party feeling fs 
a further disturbing inlluence. Where established 
princijdes stand in the way of a parti (uilar proposal 
its supporters will at once declare their disl)elief Jn 
what they call “ abstract theory,” though they will 
readily use any of those principles that (;an be so 
distorted as Jo appear to serve their purpose. 

* It is, therefore, the more necessary to insist on the 
indispensableness of a general theory for tjie correct 
interpretation of the complicated phenomena of foreign* 
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trade, and also on the couiiectioii of that theory with 
tlie ]*»yinci}>les of economies as a whole. Without the 
as-;istance of such a theory success is impossible ; with 
it« aid a cousisteut account of the mass of facts, 
nllierwise so per]>lexinu, can he supplitnl. 

'the changes in the firesent edition have, been 
slight, and consist in additional illustrations or notices 
of criticisms which siHuned to n'quii’c coirsideration. 

('. F. IhVSTABLF. 


Tium I Y roia.i Cl , Di la.iN. 

1 !//( JuJij 1!>o 1. 



NOTE TO THIHI) EDITION 

The text has been a^aiii revisit] and s(»nie mistakes 
coH'ected. in particular, Professor Kd[^ewortlis criti- 
cism has led to the removal of a serious error, and 
on(‘ ol' the statements as to (iomparative cost has been 
modified aT llie suggestion of Professor Marshall. An 
addiLional Apjtendix dealing with some disjmlTed points 
has been added, and the text has by this means bgen 
relieved of some controversial matter nnsuitable for 
ordinary students who may reipure to use the book. 




NOTH TO SKCO.M) KDITION 


Tn this edition tlie text lias been revised Ibron^^dn^ut, 
some matter o(‘ temporary interest omitted, and the 
various discnssions brought up to date. As the book 
is ^lecially intended lor serious students of economic 
theory, tlie prineijdes of the sulijeet are eonsidei’ed, 
freed as far as possibh* from uniu'eiessary details. 
Tliose wlio desire to Ibllow tlie actual course of 
commercial policy and the si‘V(‘ral phases of pio- 
tectionism and free-ti'ade, may be referreil to the 
author’s Co^nniercc of Nations (Methuen^ which ’sup- 
plements, and is supplemented liy, the ]>resent work. 

^h;ry hearty thanks are due to Air. A. 11. Idark, 
ALA., for his kindly interest manifested by reading 
the ])roof-sheets, and furnishing* many valuable sug- 
gestions and criticisms. 




FROM PREFACE TO EIHST EDITION 

'J’liK ])reseiit work is an attciiipL to restate, iira more 
complete form, tlie doetriiies of the classical Kiiglisli 
Seliool on an important and dillieult bfaiieli of 
})olitical economy. Tliat sc,1i(k>1 lias been severely 
ei4ticised from several ilifferent standjioints, and there 
need be no hesitation in adiniltine that the whole 
body of (‘conomie science stands in need of a thorough 
revision,' and, in some of its ])arts, an entire recon- 
struction. Ihit it is not, theiT'fore, ineuiubent on us 
to throw aside the more solid ]>orlitms of the older 
building: it will ratlier be ex})edient to utilise all 
sound material already existing, and, as far as possible, 
to jireserve that continuity of develo})ment wliich is 
one of the notes of a truly scientilic system. 

The theory of inlernationa? tradi*. has, therefore, 
been selected for exposition as being one of the 
})roducts of the older political economy which is 
well worth preserving, and one, moreover, w'hich is 
peculiarly suited for students, both on account of its 
intricacies and the logical piocesses employed, as also 
by reason of its bearing on the old, but still unclosed, 
controversy respecting the comjiarative merits of 
protection ” and free-trade. 
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CHATTKU r 

J’]{ELIMINAI(V THE (JENEKAL FEATIJllK.S OF 

INTERNATIONAL TRADE 


The theory of Trade, with the vai’ioiis ap])lica- 

tioiis of that theory, admittedly forms one of tlie most 
eom[)li(!ate<l branch(‘s of economies. After all tliat 
has heim wi'ittt'ii on the subject, there seems* to be a 
liaze over some of its most critical points, and ev(wi 
some dilliculty in exactly appnjieiidin^ its foundation. 
Much of this confusion is due to the vacillating attitude 
of tlu‘- ])roponnders of economic principh'.s ; but then it 
is also true that this vacilhition is in itself evidence^of 
the intricacy of the subject-matter U be dealt with. It 
is not possible to doubt that the dilliculty thus arising 
is due to the fact that the phenomena under examina- 
tion, as well as the theoiy which deals with tljera, 
have been changing during the course of history, so that 
an analysis which would he accordant with the objects 
to be examined at a former ])eriod is no longer well- 
founded, In brief, we have here the o[»position so 
often to be found in economic, and indeed in all social 
inquiries between the historical and th(5 analytical 
method, Closer investigation of the basis of tKe 
• 1 •a 
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theory \\lii(;h \v(i iiro will tli(^ iissoi’- 

tioii s'Ull cksirc.r. For wlu'non li<'s tlui liisl (lilluniUy 
which jicrplcxcs the studiMil '' Is it not in the vi'.ry 
conception of :i sej»:iiaU' intermit, loind ” ns o])])osed to 
other kinds of trade ^ The statement that theri' are 
spi'eia,! conditions which render this hraiieli of exc-haitite 
so piHMiliar as to need a dilfereiit form of exposition, 
♦ has heeii (piestioned, not only hy untrained and 
sentiniental w liters,' hut also hy sober and eniineiit 
eeoiioinists. And ev(*n ainoiii; those who aece})t it, 
the reason which is assiii,ned does not always hear a 
strict investi^ataon. 

To elueidatn, this inalter, it is necessary to consider 
till' oriLtin of th(‘ distinction. It is lieyond dispute that 
it is histoneal. The eaily writeis on trade Idiiiul that 
nations were in reality isolated, and, niori' (‘specially 
since they tnxiti'd (‘('onoinic niatti'rs from tin' side ol' 
ort rather than of science, their attention was directed 
towards the van’ons ways in which national jirosjierity 
iniylit he inereast'd. The strength with which nieican- 
tili'st du(‘tiines were held at that peiiod led to a vmy 
0(^10^! advocacy of ri'straints on the course ot lortnitn 
trade, IVir the pinposi' oi increasing national wealth, 
and also, in some cas(‘s, addiiiLt to the relative ywcrv* 
of the State* The examination of tlie conditions 
ninjer which such nn^asiires should he used lormed a 
groundwork for a theory ot international ex(.Jiani;(y 
based, it is true, on erioneous vii'ws, hut yet nsetul, 
as furnishiiio a startin^-jioint for further development. 
The ov(*rthrow of imu'cantilism hy Adam Smith and 

' Tiius .Mr, Itiisk'in^ Muneni J’ldveris (editioi^ of 1880), p. Ill, 
t'dls us, “ Intcnialioiial value is re;,oil.it('(l*jiist a.s iiitf:r-i>roviii(ual or 
iiitor-panshioiial vdluc i.s.” 
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his followei's, thougli it was acc.(>in})lisliL*(l hy sliowiii,'^ 
that tlu; (Mioiioniic iiitca’csts ol' nations wck', tfir Uin 
most ])ai't, harmonious, novertlmloss loft the soioiitilic , 
prohhmi o[)on for disoussion, and it is from tliis sido 
that tlio, tlmory lias in nsdity lioon workod out. Jiiter- 
national trad(‘- is, then, in its development, as tla^ vcny 
name implies, “ trade Ix^lween nations,” so that it is 
iKH’essai'V to explain what is nieanl hy tlu^ tman* 
‘'nation ” in ordinary ami general use. Political [diilo- 
sophers have found it hard to give a concise and, at 
tlu' same 'time, (hdinite expliinalion ; hut lu're we may 
say with Mr. Freeman,' that “tlu* word siiggcxsts to us 
a coiisiderahle continuous part of tlie ('arth’s surlace, 
inhabited hy men who at once speak tin* same tongue 
and art' iinilt'd under the same goveamnumt.” Tliongh 
the term “nation” is thus horrowed from ^political 
science, it is the tjconoinh; features of Uut bodies coming 
under this description that have here to lie iiolicetl, 
since it is from them that the pecAiliar aspects of 
international exchangt' rt'sult ; and economists li^ive 
consetpiently followed this course, llagt'hot, for in- 
stance, who would, on the ])olitical sidi*, (piiti' acct^it 
Mr. FreeimiiFs description,” yet, froni our s]x'cial point 
of view, speaks of “a nation in the economic sense — 
that is, a group of producers within whic.h labour and 
capital freely cinmhite ” ; and again, “ Knglish Political 
Kconcyjiy, as we know, says that capital lluctuates 
from trade to trade within a nation : and it adds that 
capital will not, as a rule, migrate heyond that nation.” ^ 
Thus, foi' the purpose of economic imiuiiy, the meaning 

^ /WiOr.s' (1st cd.), jj? 81. « 

“ See Physics ami Politics, clinp. iii. 

Economic Studies, j*. 210. * Ibid. p. 88. 



4 


THEORY OV INTERNATIONAL TRADE 


('HAP. 


of tlu* iei'iii is altered, and a. new connotation 

f^nven H,() it, tli()u;j;li tlie. tliread of I'oniiection betwetni 
th(‘, two meanings is plain (‘iiou^di. Nations have 
h(‘en kept apart hy various harriers of l;inoua<;e, 
religion, mutual dislike, and, in most eases, hy 
g(“ooraphieal distanc.e, so tliat the economic, conception 
of a nation is in truth a natural out(‘,omc of the i’acts 
of histoiy. Still the alteration of meaning has to l)e 
carefully rememh(U'(‘<l, as w(dl as (he possibility in 
some eases of nations in the ordinary si', use lieing 
excluded, and even more jirohahly of some fiew cases 
being included in thi' new ('once[)tion, Nor is it at 
all unusual to meet with these developments and 
amendments of popular language in ec,onomics. The 
term “rent,” for exaniph', instead of being “ajiplied to 
whatever is a.nnu;illy ]»aid hy a farmer to his land- 
lord,” is confined, hy Kicardo, to “ that ])ortion of the 
produce of the I'arth which is paid to the landlord fur 
the use of the origimd and indestructible powers of 
thg, soil.” ^ Th(' analytical desciiption of a “ market,” 
as given by flevons," is anothi'r instance, and many 
sivcli cases may be found in other social sciences.^ 

The meaning ^Vhich is thus conveyed by the word 
“ nation ” has, in some cases, been expressed by other 
terms whicli have, however, jiroved less convenient. 
In ‘The Wealth of Nations it is of “ every society or 
neighbourhood ” that the mobility of labour and 4‘apital 
is predicated, and tlie later theory of international 
exchange would seem to be a,pplicable to these “ neigh- 
^ Ricardo, ir(oT\s- (od, ADCullocIi), ]>. 31. 

Theory of Politicnl Economy, jip. 91-94. 

Tlio tri-a'cmcnt ol* soriio fuiulainentak juridiaal conceptions, by 
5Vu.sttn and the analytical scliool, at once instructively illustrates tins 
process, and also shows its injo in a kindred subject. 
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bourhoods.” ^ Again, in devons’ interesting examina- 
tion of ('xcliang(‘, in liis Coal Question, we lia^e tiie 
term “ trading bodies ” used, as it appears, in a some- 
what similar sense ; but, on the wliole, tlie old and long- 
estaldislied title has held its ground, and witli good 
reason; for though tlie immobility of industrial agents 
may seem an iiisullieimit justilication for forming the 
boundaries of nations for the juirjiose of (‘conomie^ 
iiKpiiries, still It ennnot he denied that the politieal 
and eeonomie- boundaries do oftmi eoinci(h\ It rtiiist, 
too. h(' noticed that both thesi; classics of forces ai't 
and riiact onui'ach other. The ahsimce of the fri'e and 
steady (diculation of labour and cajiital helps to sujijiort 
jioljtical differences; while, as wii have seen before, tlu* 
politica,! iiitluences tend towards economic .set»aration : 
and to the causes given above' may he added the 
s[)ecia,lly economic inlluenci's of different ciirri'iicies 
and dili'erent tinaiicial systi'in.s. The operation of tlje 
various customs duties, too, is ip itself a potent reason 
of cslraiigement between nations. From the point of 
view of social science in general, w'e ma.y fui thei *say 
that international ti'ade is trade hetw'cen “ societies,” 
•hr. hi'tween the different social • organisms wdimli 
Sociology assumes as its field of investigation. 

It results from the foregoing considerations that 
this descri])tion of a nation implies two conditions, 
one positive, and the other negative, viz. — (1) The free 
circulation of labour and laipital within each groiij) ; 
and ($) the complete immobility of all the agents of 
jiroduction as regards transfer to other groups. To 
this assumption, however, objections from opposite sides 

’ vSoc ]Vatltk ^ NatuniH, book i. oliaps. vu. x. ftiranlo almost 
iioariably ii.sos the wool “ oouiitiy” foi this puipose. 
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iiuiy lie ;uul liavc, hc'cii :i(lviincc(l. On tlio one. liaiid, 
it may ])l;uisil»ly be ar^iu'd tiiat exchange is never 

betvvecm nations, l)nt always between ])ersons, either 

natural or artilieial. Itussia and tlie United States 
did indeed trad(‘, wlum tlie tiansier of Alaska from 
the former to the. latter was arrang(‘d; hut in almost 
eviH'y lorei<.in (!xehan<^(* it is the individual member of 
^a nationality which trades with members of anotlu'r 
nation ; and it may, llu'ri'fore, lie urged tliat as the 

huvs'of value do not ehange \vitli eliniate or cireuni- 

stane(“s, theie is no ivason why tlie men* aeeompanying 
fact of immobility should alter tlu' gmieral huv of the 
|)heiiom(!non. Some disputants would further argue 
th<at the law's of vahui should he sim])le, and rediU'ihle 
to one gr(*at general principle.' A conclusive answer 
to this class of ohjections is to he found in tin; fact 
that tlu!‘])ower of free i*'ovement is ('ssential for the 
e.’iistence of competition, and that value is alti'.red 
by the })resence or absence of that element; not, in 
any wise, by setting aside tin* so-eidled law of sujiply 
amf demand, hut by affecting the foiees which ar(5 
concisely descriheil under that lre'|uently misused 
phrase. The position of the partii'S under ditferent 
social organisms, or dilfereiit “ nations,’’ is thus a 
condition which affects the law of exiUange, and 
which should he takim into account. The argument 
from simplicity, though supported by an appeal to 
“ physical science,” is hut the old scholastic maxim 
that “Nature always acts by the simplest means’” and 

' “If, tlicn, Econoniic.s i.s n Soionoc, and to bi- treated 

after tiie nielliods of .a I’liysical Sci<*nee, it is. the essential condition 
of its beiiif; so th.it :iU the jiheiionirna in it sliould be reduced to 
ope grand Gemu'iil Theory ” -H. I). MacleiJd, Elements of Economics, 
vOl. i. |). 104. 



({RNKRAL KRATURKS OK INTERNATIONAL TRADE 7 


does not ikmhI refulation. 'I'lin supporters of tlies(i 
ohjeetions ar(i not iiuletMl nnn*e(l in tlieir ^eiu'nil views 
leniirdiii^ eeoiioinics, siiiet; soims of iIkuii ;ieee[)t tlie 
liieiirdiiin doetriin* of cost of j)i()duetion us tlie main 
remilator of value, wliih' otluu’s eitlu'r rest on souk; 
va.mie aeeount of “ demand,” oi- elsi' appeal to moral 
!ind “ liiiman ” eonsideralions. 

d'lK'n' is, howc'Ver, anoth(*r (dass of oLjeetors who 
eoiiteiid that it is not tlit' adoption of ihe tlieoiy of 
int(‘rnalional ti'ade \vhi(di is unloumhMl, hut, ia(h(*r its 
liinitation to a,ny spi'cial eases. Tin* piineipul repre- 
smitaliv(‘ ol this opinion is ( 'Idle*- I a'sIh*, whose \ iews 
are most distinctly !j,i\en in the follow'in;.^ passage; -- 

“ 'flu- (listiiiclion uliii'li Mr Mdl lia^. drawn liclw(‘fii mli-r- 
iialidiial liade and Iioiik' tiadc, in nf tlie 1 laiercialuhl y 

ot lalxnir and capital, .uid the cqnahNition of wa^^cs and piofil, 
if it liad once sonic foiimlation when trade at home w;e siiiijdm' 
and hcltcr known, and wlieii loicpen <onntncs wen almost 
wlioll\ unknown, cannot now' lie siistanied. Not that tW* 
doctriiK' of the (‘fpiahly of juofils, ajid o( tin* <letei minat ion of 
ccinpaial i\t‘ pi ici*', li\ compaiativc co^l of jiiodin I mn, is now 
apjilicahle to hotli, hut that it IS a|>}ihcah]e to iieithei lt*was 
a step in the i ij^hL dne(;tion to lcc<)^nl■'e its iiiappin ability to 
the e\(hane('s IxUavcen dilfercnt coiuilncs; Init the Inithcrstcp 
i'' now' rcipiired of ahandoning it allogiUliui.” ' 

'file facts which form tin' basis of the aroument 
contained in the above passage have been lemioniHed 
by most modern writers on economics; hut thoiioUthe 
o[)i‘ra^ion of competition — and its essentnil condition, 
(he free movement of Itihour and capiUil — is, to some 

' A\vc//,s', p. 2j‘J, Th<‘ s.iiHO aignmcnt is hmn^lit tawaid hy 
Ml. LaiiLjlilin in his useful edition of J/i/^ (sec p .‘i7!i;i, and .iece[ited 
liy .Mr. Devas {PolUioil Kcunomii, p. ‘28S), wjio (juotes with appioval 
Ruskiu’s asseitioiT alreail^ Ljiveii. The (iiscaission iii'thc tc\L seems 
to he a sullieient rc[)ly. 
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extent, iTii])e(le(l nven in u single (‘onntiy, still the 
existence! of speciiU ohstueles to transfer, in the case of 
international trade, cannot l)e denied. As we have 
seen, the inllnen<‘(* of language, distance, s])ccial cur- 
rency systems anil otluT economic and social ])eculi- 
arities, gives us a valid reason for regarding foreign 
trade as the particular Held in wliich the immohility 
of the industrial agents may he liest perceived. It is 
further to he rmnemhered, that even if then; is “ no 
friH! ‘Comiietition hetwiicii all the industrial grou})S 
within a (‘ouniry,” ' still this of itself furnishes no 
sulheient reason lor ahandoning the special form of 
theoiy hith(*rto adopted for our subject. Two othei’ 
courses are open to us, viz. either (I) to freely extend 
the theory to all non-coin]H!ting groups, thus adding 
to the number of objects to be d(*alt with ; or (IJ) 
to tr(!at each nation as a compound group, including 
several minor hodn*s, to which in turn tlu! theory may 
he ap])lied, whili! the exposition of the general doctrine 
is mod died by the jiresence of these groups, so far as 
ill luct they alter the operating forces. The objections, 
tlu!refore, urged from so iminy ditferent points of view 
agilinst the theor); of international trade, whiiili has 
been a noteworthy juoduct of the Taiglish economic 
school, may he either traced to misconceptions regard- 
ing its nature, or b(! set aside ns irrelevant. 

ft remains to examine tlu! precise nature of the 
immohility which has been assumed a.s the foundation 
of the theory. If by it he meant that labour and 
capital never pa.ss beyond the hounds of a nation, it 
is plain that such an as.sertion is opposed to the most 
obvious facts. Sifjunficial observation iwould rather 
’ LiiU'fhlin’s p, :?79. 
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si'JecL tlio ^ureal lVee(ioiii of movement possessed by 
])oth tlu^se a, fronts of ]>rodu(‘tioii as ;i sti'ikiiiii^ feature 
of th(' pri'seiit eeoiioiidc })eriod. It. may with reason 
b(‘ held that, “a. eosmopolitaii loan fund exists vvhieli 
runs everyvvliere as it is w'anted, and as the rate of 
inteivst tempts it,” ' The mobility of lal)oiir, it is 
triu', is miu'h less ])i‘oiiouiK!(‘d, but it is as t'(u'taiu 
as any tiitiire event can lx*, that this teiuhmey wijl 
Ix'eoiiM' stroiio(‘i' as the means of e(»mmuuieation are 
furthi'i' improvi'd. It would, howevi'r, be a, eo1ii]>lete 
misapprehension of the real basis of tin; “ international 
trade” theory to su]t])ose that absolute li.xity ol' the 
iiidiisti'ial a^amts is rcxjiiired m ordei to lender it 
applu ahle. The truth on this subject has been veiy 
well stated by Oairnes, who jioints ont that — 

“ It IS by no means neci'ssarv to llu' tiutli of tla* doctrine as 
it li.Ls been t'ud down, Ibj- example, to L*icai(b» and Mill, that 
there should be an absolute impossibility of moviiiy labour 4ind 
eapital from e.ountry to e.ouiilry, ^ What, the doctrine reipmu's 
Is not this, but such a def^n'i' of dilliculty in elfecting their 
transference as shall interfere sulNlantially and gi^ieially »-1 hat 
Is to sa\, over tlie whole range of the commodities I'xchanged — 
with till' action of indiistnal (’oiiipetition.” - 

« 

It is (extremely likely — to take a hyjiothetieal ease 
— that double W’ages or doulile prolit, in any eountry, 
over those to be obtiuned idsewheny w'ould cause a 
rapid migration to the eountry wdiere those specially 
higirgains were to be obtained; but it is not so clear 
that an advantage of one-lifth, or twenty per cent, in 
either wages or jirofits, would cause a movement of 
labour and capital. Another jioint needing considera- 
tion is, the t;vidence which such •high rates of wages 
* Bagchol, Economic Sliulics, p, 89. ‘ LeaUnH/ hinci/iies* [>. ;?6o. 
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proliLs, ;is urn assum(>(l iii (lie (oriiuir iiistimre, 
would a|l'ord of tlu', oxisloiioc ol' .spocud conditions of 
production, wliic.li would of lliciiis(dv(‘s 8ipi;;!4(*st the 
'adoption of ;i sjiecial llicorv for cases «of excliaiiLti' 
between llu' su)>])oscd country and other lands, where 
industry was canicd on iindiu- less favourable cireuni- 
stanccs. It is plain, to<», (bat if the nioveiiient broiuj^lil 
aljout a naluction of ^.iin in llu; favoured country of 
our siip[)osition, at sonic point (lie obstaelcs set by tlie 
various* retarding (‘leiucnts ])rcvious]y noticed would 
ai^aiii aris(', and, as a iicci'ssaiy consc(pienc(‘, with a 
new distribution of the sum of iiulustrial forces, a 
new srn’K's of " inteinational excban,u’(‘s ” would lie 
carried on. The (‘\ac.l amount (»f ddfereiu't' in wa^i^es 
and [irotits wbicb will causi' movement Irom country 
to country can only Im* asccrtainiMl by obsi-rvatioii ; 
as iiiigbt !)(' expi'ctcd, it vanes in dilfcKuit countries 
and, dilferent jxu'iods. On tbt' whoh*, it ou^bt to be. 
sulliciently jdain, that jn the fact of dillicidty of 
mov'eimuit tbcri' is an adiMpiati* ixaison for tlu* sjii'c.ial 
form of (‘xposition that vva* an* about to ado])t. It is 
re([nisi{e also to add, that llu* other features of dilfcr- 
eiu'c wbicb cai'.li (^)untrv exhibits in its economic 
arran;j,ements — sneb as its currency, its ('omnievcial 
legislation, its peculi<ar laiiL^ua'^e and si*ntiments , in 
short, the existence of national cbaracD'r in the widest 
sense of tlu* term, (*ntir(*ly anait liom tboir I'lfect in 
producini,^ or at least iiicTcasinn, the dillieulty of 
transfer, vyhich is the main condition in ojicration — 
justify fully this liiu* of inva'sti^ation.' 

’ fiigtior Looni [La it, l’riiirif)/o d/i Cosh) com/Kndf ii o, 

j>p. 82 - 81 ) rt'‘f,ird.s tin* (lisciissiou in llic tii\t as *■ cditi pluMted ” ami 
“ (laiiL;t'i*Mis.” ill' st'ciiis to avi‘1 look the iin|K)i talus- l<ti' tin- tlu-oiy 



GENERAL EEATUREH OK JNTERNATIONAL TRADE 11 


A clfiiiiii' illu.slratinii of Ihr cxacT ji})pli(‘atioii oT 
the t(!nii (‘ouiitry, or nation, nui^lit also Ih- heat' jlesired. 
We may he ashed — Does tiadi; hetwoeii I'in^Jaiid and 
Ireland come under llie ealeyory of foreign or donu'stic 
ti’ade ^ And it' it Ix' nderred to the former, vv(* may 
irext ))e asked — I'mh'r ^^llat luaid is trade hetwiam 
risti'rand tluiotliei- |)i-ovinces to h(; de:dt with? And 
thus hy dt‘i;re(‘S the Held may he K'dnced l.ill W'(' euiiij' 
down to trade h(‘tw’e('n individuals. The answm’ to 
sneli a, (jiu'sLion must. h(‘ mad(' with icl'(‘r(‘nei*'to tlu^ 
paiticnlar laeds of each ease, and no nciieial exj'laiia- 
tion will snllieic To lake the inslaiu'es just iiulieali'd. 
It si'ems to h(“ nndmihtedly Irnii that trade helwt'en 
khi^land and Indand is lather “international” than 
domestic, e\en thonuh some inijuntaiit feature's of 
“ fori'i^n tradii ” aie ahsi'iit. A,uain, ('\( hani^e hetween 
the dilfei'ent jirovinees ol Iieland seems rather to he 
(loinesLie tliaii “ iiiti'i national/’ since tla* eoiiiii'etjon 
of tlu! hankin^^ systi'in of Iceland is veiy (dose and 
eoiiijiact, and the rate ol piotit, as wadi as (d' wa^es, 
a])])arently tends to a cominon level It is of (raiisi' 
possihh' that on fnlhir investigation ri'asons lor treat- 
in_L; this last easi' as “ iiiternatioual ” nii^ht ajipeai’; 
and also lor ('crtain jnirposes it mi'j.lit hi' eonvenii'iit 
to r('<4ard the United Kingdom as a single body, eom- 
])osed of several non-eoni}»eting groups. Nothing hiiL 
ohservatioii can eoinpleUdy solve dillienltii's of this 
class. ' 

of iiitriiiation.il ti'.ulr of foiimng a. clo.ii (‘oiirr[iti(iii of tin; vaiird 
iiitlurncis that liuilil ii]> tlir liariieis Inndriing tin; How of labour 
am] oafiital, Tlir conijiluMlion rKist^ in the iialuir ol tliinie-, ami 
iil*lMU'iit Miii[iliri|y ran In- i^ainol onl y Iivrotioi in,i; i ral ^•lrnI(■nt,s in 
till' in’oblrin. 

* “ Tlir oli'itarlrs to tlir fire niovrinent ot lalioiir amt rajnlat, wliirh 
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The reasons for a |)aiTieular tlieory of foreh^ii trade 
have iiq,w, it may he hoped, lu'en suiliciently set forth. 
There is, however, one misconception, winch, ns it is 
‘sujr^ested l)y tlie statennmts of JVIill, ne(ids to he ex- 
amined. In sev(!ia,l passaj^es of the Principles it is 
imjdied tliat the fact of distance is tlie only reason for 
adoptin^f a jieimliar form of exposition, and foi'ei.yii 
trade is I'egardiMl as liein;^ om*, instance of the wider 
cas(' of trade between distant places.' It is true that 
the whole course of the discussion contained in his 
si'A'cral cJiajiters on forei^-n trade and values makes it 
cle,ar that it was tlu^ imniohility of labour and capital 
which, in Mill’s opinion, .so altered the phenomena of 
foreign trade, and that he has merely dw(dt on distance! 
as being one prominent cause! eef that immobility; hut 
unfortunately, wheen trying te) as.sail the .system eif a 
great writer, it is e!asier tee .'-■edeect detached pas, sages for 
criCicism than te) juelgc the ex]»osition eef a ceinm'cteel 
anel eleveileepeel theeiry ; aiiel we therefore find that Mr. 


pr()flii(>3 tli(‘ coiiditioiis o.illcd ‘ ml ci national, ’ are, aceording to Cainio.s, 
‘(1) Gcogi'aphic.il distance ; (2) diircfcncc' in political in.sf itutioiis ; (,‘3) 
ditl'erriice in language, religion, and social customs -in a word, in tbiiiis 
of civilisation.’ These dWl'crcncc.s exist hetwceii Maine and Montana, 
oreveii Indwccn twoadjoining Statc'ijOhioand Kentucky.” — Laugliliii’.s 
MiU, p. -‘>79. Clierhulie/. woiihl regard trade between the dilferent 
Swiss Oaiitoiis as being international, Vckis, vol. i. p. 370. The 
trade between England and her colonies is undoubtedly international ; 
but in all the, sc c.i.se.s the jiolitical element is, to some extent, to be 
found. If the .adojttion of a new term were permi.s.sible, “ region ’’ 
would perhaps best suit the juirposc ; but ‘‘ inter-ragioiiar’ wmuld 
prove a troublesome word ; it is theiefore better to adhere to the old 
term. 

’ “Does the law that iieimanent value is proportioned to cost of 
production, hold good li%tweeu commodities produced in di.stant 
pla(,;es, as it does betwoen tho.so produced in adjacent places '' We 
shall hiiS that it does not.”— Mill, Principles, iii. 17, § 1. 
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M;ic1(m)( 1 h;iR se](H‘t(Ml this doctriiu' for attiirk, hy point- 
ing r)ut that distance is a mat tor of degree, mid tluit 
it is ini]K)ssihle to lix the boundaries hetwc'eii domestic 
;i.nd foi'cign (jxehanges : and, granting tliat siicli was 
Mill’s vi<‘W, Ins ])ositioii siicnis incapable of dcfenci!. 
This misinter]n'etation of the theory has l»een accepted 
hy Air. Sidgwick, who ])rocee(ls to di'velop a theory 
of the conditions determining vidue hetueim distaiFt 
c,oiintries, hasiMl on the existenc.e of a double cost of 
carriage — a doctrine which will lU'cd (*xamination, 
when we reach the jirobhmi of valm*, hut which, it 
may he said at present, is incoiisistmit with the basis 
of the tln'ory as we have stated it above. 

AV(i have now before us tlie elementary facts to 
which the doctrine has to be applied, viz the various 
groups which, as w(‘ at presimt assume, exclumge com- 
modities, but between which indu.strial agents do not 
pass. It is important to see clearly the natun; of the 
trade thus established. AVill it, not be exactly the same 
as trade carried on between sejiarate individuals, who 
may indeed e.xchange tin; jiroducts of their labour, but 
cannot transfer their special industrial ajititudes ? The 
reason for all exchange is the incr(*ase of utility result- 
ing therefrom — a reason which applies to non-compet- 
ing groups, as well as to individuals ; isich exchange, 
however, necessarily implies an increasi! of utili/.y, or 
at l(;ast the exjiectation of it by those who are best 
litted to judge — the actual exchangers— and it further 
implies an increase of utility on each sidi*. There is, 
moreover, no relation between the sacrifices incurred 
on one side and those undergone hy the other. An 
individual a'bout to exchange one commodi^' for 
another, does not consider the efforts of the otlier party 
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to tli(! o\<‘h:iii^(^ ; Ik; .siiiij)ly s(‘(‘ks in’s own sntisCactioii. 
Tli(‘ cdfR. of I, hr Jirticlci tluit In; r(*c'civ(‘s -is, for liini, 
(Irtinniinod hy tin* suerilicc winch lu' iiKuns in ])ro- 
(Incing tlic coininodity given in return, from wliieh it 
follows llnit, with ;ill goods ohlaiiKMl Ihroiigh eX(;liiing'e, 
the cost of |)io(hiel i(Hi is replaeisl jjy the cost of 
aeijnisition.' 

* Illustrid.ions of this fad alxaind. The professional 
man wlio, witli a single fee— (he jiayment for, jim'hajis, 
a lew mommds’ attention — olitains a ton of coal or 
more', do(‘s not inenr anything like the saeriliee that 
th(‘. eolli(‘i do(‘s, who has to devote limir alter hour 
of hard toil to obtain a similar result. Again, it is 
evident thad tin' more skilful producer may }('t find it 
for his advantage to obtain a piodiiet h\ e\('liange, and 
thus avail himself ef his still greati'r skill in producing 
a.noth('r commodity The often-ipioted nistanea* given 

liicardo may once more Ik* used: — 

“Two men can both niaki' sliuc^ and liat^, a.nd one is .‘<np('nor 
to tl^‘ olluM- in ])olli cni)>lo\ mend : lail in nia,king lial.s lie can 
only cxcci'd ln> compel ilor by one-liilh, (»r :tn j)er cent, and in 
making hlioes lie can excel Imn by one-tliird, oi ib't] ])er C(ml. 
Will It imt be loc tin* inleivst of botli that llie Mipenor man 
should employ liimsidl e\clu^ivid\ in making shoes, and tlie 
inferior man in making li.ils - 

A siM])le cideulation shows that both jiarties gain by 
such an arra,ngement. • 

These facts which, in our modern societies, arc 
masked by the e.omjdex organisidion of industry, or 

' “ Wlial eveivtlung reiill^ mst', to llic man wlio wants to .ic(piiie 
it, is tlie loll and lioiibA' ol .uapiiriiig it.” 0/ Nations {ad. 

NftdioNon), 11. V 2 . 

IVoiks, p. 11. I 
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;n'ii icrcircd to lh(‘ working of otluM’ I'orrcs, as, e.ij., 
('oiii|»(‘l il ion, ()])tain jtnaiiiiiciH'o in tin' (hoory o-f intor- 
iiaLional t-rado. If is tluna*, distiiH'lly K'co^niscd tdial 
tlio nosl of a coiinlry’s iinporls must he nmasuird ky 
(liat of its export^, and tliat llu; I'oriiior is tlie satis- 
I'ai'lion for wlnoli the lalliu' is the iioci'.s^aia' saciaticc 
— a VK'W wfiiidi at oina; disposes of llie criidiu' forms 
of I'l'ofi'ctionism. T}i(‘ otiici’ cases ari* ma'cssary an*l 
simple d('ductaons from (Ik* formula winch is accejdcd 
as til, it i^overniiip foivi^n liaih*, vix the law of coin- 
parativi' (-ost,^ which has Ih'cu succinctly stal.ed hy 
(’airiK's in the followine tmans . - 

“ Tlie OIK' ceiidiiioii at once (‘sseiiliJil to, and also Mitlic, lent 
i'lK', die evislenct' of Intel nat ion. d Iradi* is a dilleience in the 
eoniitar.il ive, as conliadistuif^nisliei] Cnnn tlie ahsohile, cost d’ 
])ioiliiciii^ the coininodities e\e]ian^K'd 

This ]»rinc]ph‘ is iindouh(edl\ the main rei^ulatjvi* 
condilion of inlei'national exchaiioe . hiil. i( has hei'ii 
so often misunderstood and misiiit(*rpieled that some 
further devidojuiient is ne(‘d(*d And, limt, it iiiaA’ he 
said that llu' com])arisoii is not om* of |)iic(‘s, hut of 
sacrifices. The scale of jirices in, diffi'rent couiitriias 
depends on conditions whicli will nec'd <‘\amination 
later on ; hut for (he ])r(‘sen(, tradi* must hi* treated 
as if it were all carried on in (he form of hart(*r A 
sei'oiid point repuirine e\])lanation is (he statement 
that 'comparative cost is the sudieient condition for 
international cxchani^m. This asseition is only true if 

‘ This c\ jii-i'ssioii was, pinliably, first used by .1 S Mill, m }iis 
F.ssnys, [). ; blit tlic jaincn)]i! IS .siilist.inl i^lly b» be l()nii(] in 
Iticaido, and Iniflici woikisl out by Jainos Mill, F/iimcnls, 

1». iS8. *. 

“ LradiWf Prmci/drs, p. ‘672, 
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all r(‘tar(lii)(^ eleiiKint.s — all those hindrances \vhi(^h 
arise I'Raii cost of carriage and enstonis duties — are 
nej^leeted, and then only if the, inquiry is coidijied to 
two countries. A third point of (Mjiial iiuportaiu'e is 
the exa(‘,t e()ni))a.rison which is t(t he niad(*. “The eosts 
compared, it must he carefully noted, are the costs in 
(ia,ch country of tlu' commodities which are tlu', subjects 
of exclian^’e, not the diirereiit costs of the sanu; com- 
modity in the exchaiigin<f countries.” ‘ Or, in other 
woi'ds' it is the ])roductivc ])o\\e.rs of the exclianging 
countries, applied umler ddferent circumstaiutes, that 
have to he taJam into account and their results com- 
pared. And, linally, it may he said that all foreign 
trader is carri(Ml on within the limits set hy comparative 
cost of production. 

From this law has heem deduced the, a])])arently 
paradoxical doctrine that il may h(i a, eountry s interest 
to' import a, commodity which it could nevertliehiss jiro- 
duce with less cost than the exporting country. The 
illustration quoted above from llicardo is usimI hy him 
to show this fact; and as it is ]ilain that there may he 
a (lilference, in the comparative cost under tlii^ circum- 
stances supposed t<!ie case is evidently possible, while 
Bowen and (lairnes have brought forward actual in- 
stances in the case of the tradii between New York and 
Barhadoes, as also in that between Australia and Ire- 
land.' Another paradox, which has also been illustrated 

^ Lcadivtj Frindplcs, p. 378. 

- Bowen, American rohtical Kamoviij e<i.), p. '160. Cairnes, 
Leading Priucijdes, ]»{». 376-377. The trade of the Channel Islands 
with England supplies anotlier illustration. Jeisey could ])roduce 
wheat more .cfliciently ^than England, hut she Ipids it more ad- 
vMitii^eoa.s to grow I'nut and early potatoes, importing the corn 
that is required. 
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111 the ease of individuals, can be deduced from tlui 
])i'inci]ih‘ of eom])arative cost, viz. that it may be for 
(he iiitmvst of a, country to produca* an article for the 
production of whioli it a])])eai.s to possess less technical 
liK'ilities tlian it does for that of anotiier artich' which 
it may nevmtheless lind it to he more jirofitable to 
olitain 1)V e.xchanoo. TI(*re, a^ttain, the principle of com- 
jiarative cost, as stated ahov(‘, shows tlie possibility of • 
the (‘ase , and it may he ])Iansihly conjectured that the 
dilliciilty whieli American mannfactunn's lind in (^om- 
jietiiiy with Enitlish producers, notwithstanding their 
al)iiiid;iiit natural ri'souives, is an illust.ration in point.* 
Thoii^li, lor the purposes of theoretical e\])osition, 
the oxtriMiie eases we have lieiui just considering attract 
most attention, since it is on thmr e.Mstence that most 
of tlie shallow objections to the tln'ory are built, it yet 
would he a siu’ious mistake to regard all, or even the 
greater [tart, of forei<j;n trade as beine of this kiiidt 
In the most numerous instance;^ (uich country obtains 
aitichis for the production of which it has no ereat 
lacilitic's, by e.xportin^Lf those ooods which it ])roducres 
witli coiiiparativi' ease, Tluycoal and iron of Knejand 

' Tli(* (M.ses given above may be illustrated .symbolie.illy in the 
lolluuiiig w.ay. Let A and R be tbc two nations or iri<lividuals in 
iliifslioti, ./■ and ?/ tbc eommoditie.s. Let it be a'^siinied tliat each 
nation lias two units of inoduetivc power, each ot wineb can !• A 
piodnec 2>' or %, in R .r or 2//. 'J hen, it theic is no inteich.uigo, 
l!ie totaf jnoduetion will be S./’ I 5?/, while if each eonntiy coiiline.s 
production to that commodity in which it h,is the gieatest em/i- 
advantage, the total will be ‘l,e I- J//|; Init it is evident that 
i.s inoic valuable than y, since moie productive jiovver is needed for 
its Cl cation (viz in A, | unit against ; in R, a whole unit again.st 
•j) Thei’etoic it IS exjtedieiit lor A to prodin?- a- only, and lor R to 
pioduce //only. It is, inoreov'cr, evident that A has superior faeiljpes. 
lor the production o'i bnlh commodities. 

. U‘ 
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are excliaii^fe<l a,< 4 ainst. the wines and silks of France, 
witli,,(rn\‘it advjinlagc to both tlie parties eoncerned, and 
sucli is the normal eliaraeter of inU'riiational exchange. 
The rule is, tliat eacli nation exports those commodi- 
ties for tlie production of whieli it is specially suited, 
obtaining in ndaiiai arlicJes wliich it could not so easily 
make hu' itself^ The exceptional cas(!S an', tliose in 
which (1 ) a nation of superior powers ingioiis an article 
which it is, so hir as teclinical reasons are concerned, 
better able to produce for itsedf; or (‘2) gives u]» the 
jWKlnction of an article foi‘ which, on technical grounds, 
it seems better suitc'd tlian for those whicF it actually 
exports. The general advantages of international trade 
may tlien he all included in the one jihrase, “increase 
of utility.” r>y means of exchange a nation obtains a 
greater amount of satisfaction, with a given effort, or a 
given amount of satisfaction, with a less effort, and 
.thus discharges, in a better maniu'r, its fumdion as an 
economic machine. 

The gains may, jierhaps, he better realised by regard- 

' Mr. ainTMrs, \V(‘l)It {IvJustnol Democracy, vol. li. pj) 864-86r)) 
rac niistakfii in supposing that tlui piopositiou in the t(!\t rests on a 
confusion between “wiost” of production and “ expenses ” of ju’oduc- 
tioii. Ft wins in part with tlie intention of enl]>lulsl^lng the ddference 
between the two ideas that “intei national values” were treated (in 
chap. 11 .) before the subject of iiiouey wa.s introduced (in cliap. in.). 
Nff? does tliere ajtjiear to be any foundation for clniractensing the 
statement ns “ optimistic.” It is ratlicr the asseition of a somewhat 
obvious feature of foreign tiadc. It would be unjust witnout very 
conclusive evidence to attribute to the authors Induyrial Democracy 
the belief that the greater, oi e\e,n a moderately large, j)art of the 
exj)oit trade of the world is carried on by — to use their term — 
“parasitic industries.” There is, how ever, some satisfaction in obtain- 
ing the high authoiiiy of Mr. and Mrs. Webb for the doctrine that 
“ the existence of })arasitic trades . . . adds no weight to the case for 
a protective tariff ” {lnduf<trial Democracy^ vol. li. p. 865). 
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ill" tlieiii in a more coimivte way. From this point of 
view it appears tliat a nation gains the following ajvan- 
tages by its fonbgn trade : — Lst. It is able to procure 
commodities which it is absolutely unable to jtroduce 
itself — tropical spices furnish a good example, l^nd. Tt 
olitains commodities which it could not produce with 
tlie same facility, even from the technical aspec-t ; and 
it may be noted, that betwe.eu this case and the first, • 
the difhu'eiice is sometimes very slight. There are. very 
few articles wdiiidi could not, to sonu' extent, aniFliy 
sullicient outlay, be ]m)duee(l in any country. “ Hy 
iiu'aiis of gbisses, hot-biids, and hot-walls,” says Adam 
Smith, in his cidebrated rnliirfio <i<l ahsurihnii of the 
iiKU'caiitile- tlieory, “very good grapi's can hi*, raised in 
Scotland, and very good wine, trto, can lu; made of thmn. 
at about tbiity tinuis the e\])ense for which at least 
e([ua,11y good ca,ii be brought from foreign countries.” ' 

In fact, there are many lommodities which could not* 
be produced in sullicient (quantity, or at a. price low 
enough, to induce consumers, but whudi are easily 
obtained by means of international exchange. Again, 
there are many arthdes which could be produccul at 
niodei'ate cost at home, but wdiich can W. gained at still 
lower tmmis, owing to the su])erior resources of other 
countries. Mrd. The case of a country, with superior 
pow'crs of production, imjiorting from one which Js 
inferior in all res])ects, comes next in order, and the 
exam])les already given need not be repeated. 4th. 
The jiroductive force of each community is set free for 
ap})lication to those natural agents and materials which 
offer the best chance of high returns^ so that the effi- 
ciency of each productive unit is much increased, bth. 

^ iVcalth of Nations (ed. Nicholson), p. ISO, 
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Tlio ol' spe('iiil bfiniclu's of ])r()(]iioti()ii in 

Olio wpliico lejids, .‘iH the law of iiiereasiuo return so 
i^eiiernlly ap])lical)l(*, to elahnrative industry iin[)li(‘S, to 
fnrtlua- itain. Tliis advantage is nothing (*]se tlian one 
of tlie advantages of division of labour, since inter- 
national lixchani^t' is really, what Torrens ^ has well 
called it, “ the teiiitoiial division of labour.” 

In ennnierating these several advantagi'S, no ])laee 
has been made for that which is most oftim put forward 
in po])ular discussions, viz. tlie cn'ation of new niarki'ts 
for ex})orts. At the same, time, tin* boml which, as we 
shall s('(‘, conne.cts all intmaiatioiial tiadi', and (‘stab- 
lislu's a deliriile relation betwemi ini])orts and exports, 
must not be lost sight of. As has bemi already said, 
e\])orts iwv. tin; sacrilice madi* in order to obtain 
imports, and anything that malaxs tin' gain by (ixcliange 
greater, wbieb in;w mai‘k(;ts may do, ought not to be 
'•overlooked in a comtileU' theory. Tin' truth is 
suggested (if we malji* allowance for loosein'ss of ex- 
jiression) in Adam Smith’s statenn'ut, so sevi'rely com- 
mented on by Mill,' that foreign trade “carries out 
„that surjilus part of the ])roduce of t]n;ir land and 
labour for wbick there is no demand among them, and 
brings back in return for it sometbing else foi‘ wdiich 
there is a demand.” If “surplus” and “dmnand” be 
iViderstood in a comparative sense, then this ])assage 
very fairly sets forth the real advantage of foreign, as 
indeed of all, tradi;, that is, the increased utility wdiich 
results therefrom.'’ It is highly probable that the 

* Thi' Eamomista llrfaUd, p. 14. 

“ irealth of Natihns, ]). 181 ; cp. .1. S. Mill, Principles, in. 17, § 4. 

In reality all exchange is (if the “ coinp.iiativcly siipcrlluous fur 
the comparatively necessary” (.levons, Primer, p. 77) ; or to use the 
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()|)(‘iiing of now ijuirkots will slimuLite ijidustiy, and 
also bring about a b(*tter adjuslnuMit. of produotivo Torco. 
Tli(! po\v(M'ful inlluenco of foreign trade, in devi'lojiing 
inereas('(] industrial tuiei'gy among nations at an early 
stage of (levelo])nient, lias been ])ointed out by Mill ; 
l)ut bis statement may be extended to the case of an 
increased foreign (bmiand for an article which may 
increa^i* tlie industry of home producers. 

The social and moral (db'cts of foreign triide, 
tlioiigli in no i-espi'ct inhulor to the purely economic 
OIK'S, may best bi' resi'i ved for that part of our impiiry 
in whu h we deal with the a])])lieations of the theory,' 

i|U.uiiL l.ingiMgo of Dudley Nui I li, “ 'trade is iiotliing else l»uL a coiii- 
iimt.Lliuii of sii[H'tiliiities. ’—Sr/ed Trdds ua (Uiminnre, p. Md. 

' Kdi disciissmu ot the possible di-^.id v.iu(.ige-> aiisiiig iiiidi'r intei- 
ii.itioii il hade, see Uii' pie, sent wiiler’s Cotiiiid ixr of A'e/oms(2iid ed ), 
pp. 17-21; also Uie aitieles “ Ei’ei' 'I'lade” and “ Inleriiational 
Ti.ule,” in i\li. J’algia\e‘s Uictioiidi y oj Voltlmd Kcoiiomu. ^ 



CirAl’TElJ II 

, THE THEORY OF INTERNATIONAL VALUES 

The genorul account ol' tlu^ cluii actor of, and the 
advantages winch rosidt from, intoriiational exchange? 
given in tlio |)recodnig cha})t(!r, suggests a further 
investigation of great iinportanceL hut one which will 
necessarily Ix' of a somewhat com])licated hind. It 
may concisely lx; stated in tlie following shape : — 
What are the conditions which determine the division 
‘of the gain resulting from Idreign trade among the 
dilferent parties to the exchange !* Or, In what way 
v^ill the values of commodities which are the subject 
of foreign trade he affected by the conditions under 
which that trade is carried on In working out this 
problem, it will ‘be most convenient to follow some- 
what closely the course adopted by d. S. Alill, not 
only since his treatment is tin; most thorough, but 
also because students have generally gained their lirst 
notion of the subject from his pages.' » 

Let it, then, be assume.d that there are but two 

^ Professor Nicholson, iu liis iin[tortHut Principles of Political 
fkonomy (vol. ii. pp. 268 sq.), has followed Cournot by handling the 
problems of foreign tHide in terms of money without any ])reliminary 
discussion from tins point of view adopted in fiie text. His treat- 
ment IS intoresting and suggestive, but, on the whole, the older 
niethttd appears to be preferable. Foi a fuller notice sye Ai)pendix C. 
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nations, countries, or “trading bodies” in existein^e, 
and that these nations tnid(‘. in but, indeed we in:fy say 
can produce only, two coinniodities. I.et tlie countries 
in (piesLion be styled A and !>, tlie coinnioditn's x and 
//. la't It furtliei' be granted that a unit of jn-oduetive 
])o\ver in A c.an produce 10^’ or 20//; and tliat a unit 
of [)ro(luctive power in l> can [u-odinai 1 0.e or lb//. 
It follows, from the law t»f eomj)arative cost, that it ' 
will be the interest of A to confine itself to ihe pro- 
duction of //, and of I) to devote its n^sourees t(* the 
production of x. The ipiestion which ha.s now to 
b(} aiiswei(‘d is: What are tin; tmans on winch the 
e\chan^(! of /’ and // will take jdace '' And in the 
answer to that (piestion lies the solution ol the prob- 
lem of international re/eev, as distin^miisbed from that 
of international tntdc. 

Uelore, howc'ver, entering on this iii([uii'v, it will 
h(‘ best to dwell for a little on some assumptions niadt'- 
in, and on some special f(‘atur(!S of, our sujtposed case. 
(I) It is assumed that the commodities x and //are 
both capable of being tiroportionally iner('a,sed up to 
any assignable limit by a proportionally increased 
amount of jiroductive ])ower, from*whi(di it follows 
that their value is determined by, or at least moves 
parallel with, tbeir cost of production, so that in A 
10.C will exchange for 20//, and in U for lb//, il'he 
existcKce of different costs of production for dilferent 
amounts of commodities produced, of a set of non- 
competing industrial groups, and of all those retarding 
agencies which have been loosely summed up under 
the name of “ custom,” are for tb# moment ignonul. 
Nor is such a*method of procedure illegitimate. ^TIhi 
expediency, and even the nece.ssity, of employing pro- 
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visional liypotliosos in ccojioniic oljsorvation, has heon 
reooi>niSL*<l h}’ Lcislic as wall as by (*airn(‘s, by Dr. 
Ingrain as woll as l)y Mr. vSi(l«j,wick. In (Jerniany it 
is coiK'odod by Solnuolbn-,' Tlio i'<‘,ai (‘rror lies, not 
in the use of hypotbeses, but in for< 4 etfiiln(\ss of the 
faed that tluiy are unreal, or, at all (events, inconi])lete. 
(2) The term “productive tK)vver ” may be notie(!d. 

• It is used to esca])e the awkvvai'diiess, if it Ix^ not 
sometbinjjj more, of estimatiiii> the exeitioiis of a 
country in units of labour or of capital -a mode of 
procedure wbi(;b leaves it oixm to the critic to sp(;ak 
of the oniithid element as if it weie an essential con- 
dition.'^ There can be littb; dillicult-y in coneiMN'in,'^ 
a given amount of labour working with an aveiage 
amount of capital, and thus jirodiiciiig a delinite 
amount of a. commodity, (d) There is a further 
caution wbiidi will save the student !‘rom som(> eon- 
f.'ision as be procecsls ; it is that, the “ units " spoken 
of neiid not necessarily, or even usually, b(! the same 
in both countries ; for instance, the unit in A may bo 
one day’s labour and £5 capital; in \\ it may be ten 
days’ labour and XdO catiital. The apparent (xpiality 
of productive ])o\\»;r in the (“ase of the commodity .r — 
10 in each country — is adopted to .secure, as it wm’c, 
a common denominator, and to enable the division of 
gaii;, to be more easily understood. (4) Tinally, we 
must add that all impediments to exchange, arising 

^ Cp. Le.slie, Essays, p. ir»S ; (tiiriirs, Loyini/ Mef/ax/, p[). 77-84 ; 
IngiMii), History of Folilical, Economy, ])p. 187, 242; Hidgwiok, Prin- 
ciples, Introduction, cli.ip. in. ; .SL-hinoller, Jahrhuch (1S88), p. 251! 

“ Tlius Cournot, Tliiorie des Jiic ft esses, p. 844, olijects to the undue 
exalt.ition of capital by Wie English Mdioo], tliough, curiously enough, 
it is labour that Ricardo and J. S. Mill mainly consider in their 
theories of international value. 
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Iron) (‘ost of transport and fpini customs duties, or any 
otli(‘r cause, are for the ]>resent neL,dected. • 

IfaviiiLi cleared the way hy the foie^oini; nunarhs, 
let Uh now follow out the woikinn ol our hypotln'tieal 
case. When each country jiioduci'd for itself, the 
total prodiu'tion was 20./ -f .‘lo//. When each country 
applies itself to th(‘ pioduet in which it has the 
^itreatiM' com))arative adva.ntag(; (or less disadvantage^,* 
the total production hecoines 20,/: -f- -1 0//, that is, a 
gain of o//. It is the conditions which (h'lminiiu' the 
di\is]on of this ainoiint of o// Ix't.ween A and !> that 
must now lt(' looked for. The a,nalogy lii'tweeii intm- 
national and individual (‘xeliaiiges, as poinleil out 
al)ov(‘, (p. 12), seems at liist to suggest that the 
piohlem IS a hopeh'ss one, for if A and 1> weii' 
individuals, it, is plain that the latio of (>\ehange 
might lie any when' hetwu'en 10,/; to 1o// and 20//. 
In fact, w(; come to what Ji'vons has called the 
“failure of the eijuations of ^!^change ‘ and such 
is substantially tin; conclusion at which d. S. Mill 
arrived on c‘lo.S(fr rellectioii." 

Then; arc, ho\vcv(*r, several niodil\ing cireumstaiimes 
in international, as opposed to individual, exchange' 
whi(‘h assist us in indicating generally the conditions 
that we arc in sea,rch oi'. Why, it may Ik* asked, 
should the teims of an exchange between scjafiate 
indivi^Iuals be .so hard to jm'dict ? Simply hecau.se it 
is hard to get the needl'd information. “The result 
of the bargain,” in a case of the kind, “will greatly 

' Thuirji of I'oltftoil Eanwiiiii. ]». l.‘}4. 

” Cj). “ T/'ii y.ud.s orclolli ftiiniol cAcli.inj^i l<»r iiioic tliaii hvciity 
of tiiifii, iitr foi Ichb than liltcou, Imt in.iy cNcJiaiigo for 
any iiiti'iiiuMtiatc! ininilKii.’’ — Princijilcs, iii. 18, 2, with iii. ]?i, § 

and m. is, § 8. 
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depend the eonipanitive aiiiouiit ot knowledge of 
each (ftlier s ])ositioiis and iiecals vvldeli either bai;^aiiier 
may poHsesB or manage to obtain, in the course of tlie 
transaction. Thus tlie ^lovver of reading another man’s 
thoughts is of high importance in business, and the 
art of bargaining mainly consists in tlie buyer ascer- 
taining the lowest price at wliicli the seller is willing 
'to part with his object, without dis(;losing, if possible, 
the highest priee which he, the seller [buyer ?], is 
willing to give. The disposition and force of cluiracter 
of the jiarties, their comjiarative persistency, their 
adroitness and experience in busin<\ss, or, it may be, 
hielings of justice or of kindliness, will also inlluence 
the iIec,ision.” ^ In such a case even the main iiitlii- 
encing fore,e — ^the comiiarative urgiiiicy of deinaiid- -is 
unknown to an outsider. In international exchange, 
on the other hand, the.re is the shsidying effect pro- 
dticed by the existence of a large numbm’ of persons 
on each side. It may 'be impossible to estimate the 
anyjunt of which A (an individualj would give for y\ 
but if A be a body of persons, its dimiand will come 
uiwler the law of averages, and can, with the aid of 
statistics, he determined within tolerably narrow 
limits. Jieturning t(> our particular case, let us 
assume that the traile lu'tween A and 11 is opmied at 
the •ratio — supjiose of 10./; for 10//. At that rate we 
find that 1000 tilings lOu; is demanded by A, anri that 
1000 times 10// is diunanded hy 11, and that thus 
there is no unsatisfiisl demand on either side ; it 
follows that the trade is in e(|uilihriuni, and that lOu; 
to 10// will be the%’atio of exchange. A will gain 4?/, 

* ^ Jevoiis. Theory y {i}). LU-Lii). Up. Keummuc Studies, 

pp. 1:16- L15. 
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and B will \y, by the ojx'AiilViij of the trade. The 
result may, however, be diTfereiit; for A may require 
a larg(;r amount of x at the ratio 1 0.r to J 0//, say 
1100 times 1 Or, while B only re(|u ires JOOO times 
IGy at the assumed lutio. It will tlu'i'efore b(‘, neces- 
sary for A to offer a greater :imount of // in exchange 
foi' X, say 1 O.r for 17//. Xow, it is aqjiareut that at 
this new latio A cannot lequire moie than it would at* 
the lower rate, and, in all j)ro])ability, will require, a 
less amount, which we shall supposi; to be lOoO times 
lOr. (_)ii the other hand, B cannot lequire less of y 
at the iK'.w ratio than at the ohhu- and more unfavour- 
able one, and, indeed, will be likely to reiiuirc nior(\ 
which incriiased amount w<; shall assuim' to b(^ lObO 
times l7//. llcu'c*, again, we have a stale of c(|uib- 
briuni, the demand (m (uther sidi' being satisfied. It 
is possible that several ratios may satisfy the condi- 
tion to wliich, as w(i have just seen, iiiternatiohal 
exf'Jiaiige conforms , but, owing tit the fact that liirge 
groups of persons are the sourcii of demand on cjicli 
side, it is [trobable that the e(|uation ot dmnaiid once 
satistied will not lightly be dejiartcd Intin, so thatt to 
Some extent, it will not only be a*[)osilion of eipiili- 
lu’ium, but also one of stability, though, in some cases, 
a departure from it would perhaps lead to a new stub'' 
of C([uilibrium at a different ratio. • 

'J*?ie foregoing inquiry leads directly to d. S. Mill’s 
conclusion in his first and soundest exposition of his 
theory. The ratio of exchange, in tla* casi* of com- 
nujditics which are tin* subject of international trade, 
depends on the comparative intensity of demand on 
each side, always, of course, ojierating within the 
limits set by comparative cost. As iMill hasjfointed 
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out, it IS coiic(uvabl(' tluit ;ill the by exchaii^^e 

would •no lo one eoiintry ; for, suppose that A oidy 
re([uires :i Innit(Ml aniount of ,/•, wliieh will not be 
ineieased by a reduetioii in its value, while 11 lequires 
a lai'no amount of //, it is possible, and, under such 
eondilions, (wen likely, that the terms of exchange 
will be 1 O.r for lb//, sim'e 11, in oid(U‘ to satisfy its 
’demand for //, will olfer iiiereasinn-ly favourable terms, 
(Well ji]) to the limit set by its jiower of piodiieiiig y 
for itself. 

This “ tirst (‘lementary principle of iiiternational 
values,”* imjiortant as it is, stands in need of large 
(h'velopments and additions lud'ore it can be a])plied 
to actual cases. Up to the present we have ])a]d no 
attention to tin* industrial constitution of tluM-oiintries 
or nations whose siqijiosial bartering we have been 
Using as a guide in our iiupiiry. The ])roposition Just 
d(W('lo[)(3d may be furtln'r explained by hjoking at the 
results of dilfeivnt systems of oiganisation. Tf we 
mate the unlikely su])position that A and 11 are both 
“socialistic” StaUvs, tlie exchange will then be in form 
exitcTly the sami! as that between individuals. The 
ratio of exchange ihust be arranged by treaty, and will 
be a high act of ►State,’'* so that any attempt to de- 
termine it would be jiractically impossibh;. When 
the tisual state of individualistic industry is to be 
found, we hav(* seen that recijirocal demand iiuiy be 
regarded as a fairly steady condition for determining 
the ratio of exchang(‘. , but it appears that it is possible 

* J. S. JIlll, Fnnriph’t, lu. 18, ^ 2. 

For a good aiguiiKMit against .sorialisiii, bisod off tlu' diflii'ulty of 
oonducfiiig intrni.itioii.il tratic iiiidor that rtyirnc, .soo L( loy-lloauheii, 
Le ColJecUnsiue, pj). -‘UKl-.'iitO. 
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to ultor tlie ratio by moans of tlio ooml)inatioii of 
(loalors on oa.(‘li It is, as wo sliall sf>o, also 

|i(issil)l(', to a.l'root tli(' ratio of oxolianj^^i by tlic im- 
])ositioii of oliaru(‘s on tin* act (jf cxclian^m, oi‘ on tlio 
ti'aiisfor of tlio commodities from country to conntiy 
still the fnmlaimmtal condition is wbatJ\Idl lias calb'd 
“tlio o([uation of r(‘('i])rocal demand,” and all otlior 
opiM'atino forcH's work tbronnli it.'“ It is thoroforo 
riMinisito to s(H‘ tbo oxttmt to whudi the rosults at- 
tained by our puridy liy]io(boti(‘a.l c;is(' arc affoUed in 
tlu' complex conditions of intornatioiial Irado. AVo 
may lirst «;ivo U}) the coiK'ojition of tlu'. (‘onimodities 
r, and // as boini; always produced at a fixed cost, and 
ri'nard tliem ns subj(*c1 lo the laws of dimini''bmL; or 
incri'asiuL; K'turn ; the consiMjmmce wliicb wdl nocos- 
saiily follow is, that tin; limits set by cost of jiroduction 
wliudi, up to the present, wo liavo reitaialod as fixed 
la'coiiK' movable, lueroasc'd demand For a commodity 
subject to the law of diminisbino rectum, wdl remove' 
the limits set by com^iarative cost, and may also 
allow' of the commodity beino ])artly ]U’oduced in Uitli 
countries; thus, in the ('ase already consuh'red, some 
units of ])roductive power in 11 .may produce 25 ?/, 
others 20y; but the unit on the niacin will, c,c 

‘ Sc(i Clia]). VIL 

’ Thft attenipL made by ALII lo aTiieiid liis tlieoiy by nitroflneing 
the a(kiilion.il element of the amount of eajiital set flee lor tlie produe- 
tion o( expoits is, as he even seems to .idmit, a failme ; for, in tlie 
ease ul Iwocounlriesand two commodities, tlie amountof freed capital, 
or, as I should prefer to say, “ productive [lowei,” is evnleiitly deter- 
mined by reeipi'uc il demand, so that notlmijf is <;;aine(l by tlie Jaboi lous 
and eoiitiisiiiL; discussion in sees, d, 7 , 8 of clr^p. xviii. 1‘iolcssor Edi,u*- 
woith saiitlioiity iiia} be ([noted in supi'oit of tins entieisrn. See bis 
“ Intern, tlional Values” in Economic Jour nal, vol. iv. p. 009.* 
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hypoi/im, jH'oducc; but lb//. Now, when international 
exeiiayj.^e coniniences at, s;)y, 10,/' to 1 Ty, all units in 
11 wliicih lu'oduee less tlian that amount are withdrawn 
li-ojii tlie ])roduction of //, :iii(l direeted to Lliat of :v ; 
but tliose wliieli ju'odiu'e 1 7//, or any i;i*eater amount, 
remain (uuploycd as bidbre. TIu} law of diy^inisbinuj 
return may also aJleet A. Some units tliere may 
j)roduee dl)//, some -‘>0//; but (bo.se at tin? mari^in will, 
(\i‘ hypolhrd, ]>i’oduee but 20//. d'lu! eKteiided ])ro- 
duetion wbieb resuUs from inereased demand will 
probably lowin’ tlii! mai^in o(‘ eultiviition, or, to speak 
niori^ L;(‘n(‘rally, of production; but when tlie, marL;ni 
comes down to 1 7//, tlim’e will be no furlhi'i’ L;ain 
by inte-rnational exchange to A, so long as 17// is 
given for 1 0.c, The law of incieasing ii'turn oper- 
ates in till! o]>posite diri’ction ; thus, if the increased 
demand for //, wbiidi arises from the grow'th of inter- 
national exchange, laiusi's it to be produced in A with 
gi’cater ease, so that each unit will jirodnce, say, 
25//, then it is clear tliat, in order to disjiose of the 
additional sujiply, // must be olfered at low’er tmins ; 
and it may also be inferred that if // be subject to the 
law of diminishing^ return in 11, as we havi*- su])posed, 
some more units of H’s jnoduiTive ]»ower will be with- 
drawn from the ]»roduction of // and devoted to that 
of X. It is of course not likely that the same com- 
modity will be subject to such contrasted conditions 
in two different countries. It is, however, possible 
that the recmit develojmient of agriculture in the 
United States and (ainada has taken place under the 
law of increasing' return, and that its elfect on British 
farming is more noticeable, since the, latter comes 
niidef the law of diminishing return. The same con- 
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sidoratioiif^ may, loo, explain the predominance of 
a manufaeliirin^' eonnlry, when once attained^ since 
its produ(div(; power is st(*adily increasing’, and thus 
extendin <4 the field of international exehano;(‘ to the 
dismay of tlu^ native jirodncers of mamifaetnres in 
other (‘(^ntries: hut whatever lie the limits of their 
ojieratioii, it is deinonstrahle that the operation of the 
law of diniiiiishiiig return tends to limit the area, of 
internatiomd exchange, wliile that of the law of 
inei easing return is calculated to extend it. ■» 

Another of our assumjitions has lu'cn that there 
IS perfectly IVce competition, whiidi inqilies complete 
niohilit.y of labour and capital within each of the 
countries or nations A and l»; though, in eonsidming 
the g('iieial features of tlu'. subject, wc have, s(!en that 
both these factors of jirodiiction are, in a greatm’ or 
h'ss degri'c, impedial by the* (‘\ist(UiC(* of customary 
('oiiditions, as well as by the ignorance of producers, 
wliichi is a necessary result of the great and inci’casing 
coni})lexity of iiidiistrial organisation. 

It now becomes necessary to (‘onsider the (dfe'et 
which the admission of this new elemmit produc(*s on 
the. rates of international exchang<;. It is evident 
that hindrances to free competition may take (Uie of 
two forms; for the whole body which jirodiices x in 
either of the countries A and 15 may be rigidly maijvcd 
oir from that which produces ;/, or, again, each of those 
coiiiiiiodities may be produced by a numbe.r of groups 
which are not in ellcctive competition with one 
another. Jn the former case, the element of cost of 
production is absent as a regulator; and, in truth, 
the producers /)f x and those of y are two completely 
distinct trading bodies, or in the economic use of* the 
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U'nii, “ liMtion.s ” , so lluil we lia\(; ivucIkmI llu' com- 
])l(ix 4‘aso of or more tviuliiig bodies which we 

slifill investi;_^!d(i liilea’ on. lii llu^ second form of 
^m■(^st(‘d coin|)clit.ion it is probable (liat soiiu; of these 
croups wdl b(i in (ilfc.etivc competition with the 
producers of tin* otluu’ commodity, be it and 

to that (‘xtmit, the chang(‘s in tlu' ilistribiition of pro- 
* ductivi' power will be jn.st as in the case of ])(u fectly 
fri'c competition. Where competition is arrested, the 
oi‘oif() will be to tliat, extent a distinct nation, and will 
have t.o b(^ tnaited as such, Th(‘ limits which custom, 
and, in less d(\i;ree, (‘ost of traiispoii, set to elfective 
conqiet.ition, are, in Ltmieral, not of so ri^id a cJiaracter 
as has just been repiustmled 'I’he ])roduction in an 
industi’y which is carrii'd on under customary (‘ondi- 
tions, or with e.xc(‘))tional advantages of any kind, 
wliethm- resulting from situation or training, will not 
indeed alter under any slight ehaiine in tlu^ terms of 
sujiply broui^ht about by the openiiiLf or development 
of fon'i<4U traile, but a large and swce])ing variation 
\Yill tend to break down thc^ harriers of even tlie hi'st- 
estahlislu'd custom, and to muitralise tlie effect of 
special aptitmh's ,or facilities. 

Otic pi'culiar l‘ealure of changes in the relations ol' 
non-eompeting groups, which is hrouglit about by 
foreign trade;, ought to he emphasised. We have seen 
that the advantage of foreign trade is due to the 
superior jiroduetivemess of industry, in consequence of 
its more (dlicient o])eiation, by being aqiplual to those 
imlustnes only in which it possesses a relative ad- 
vantage*; anel for this ohjeeg., an actual change in the 
distribution and einploynu'iit eif ]tro(hictive force is 
needed. Where, Imwever, there is no effective com- 
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no olijingo c:iii Like ])laee, and what really 
liappens is a readjustment of the terms o! excTiaiige, 
so that what is gained by one grouj) is lost by aiiotbe.r, 
and, in a[)))earance, there is no advantage to tlie 
country as a whole. On closer examination it will 
he discovered that a real advaiitagi' is gained, but tliat 
it consists, not in a. more (d'lee,ti\e mnjiloymeiit of })ro- 
ductive power, hut in tlui hi-eaking down of a imuiopoly. 
For hit it h(‘ assumed that the eoiiditions of (‘xchange 
in 1) ar('. such as to (ssta,hlish tlu^ terms of 10-'' for 
to//, and further, that this latio is the result of su})})ly 
and demand, unafleeted, or only partially alfeeted, by 
cost of production ; now, if by loreign tradi^ the terms 
of e\'cliang(^ W(tuld he so alLsred as to give 10.'' for 
17//, hilt that the producer's of //, lun’iig a non-i'ompeting 
group, are unable or unwilling to Iranshu- their efforts 
to the production of .c, a.nd, instea<l, ui'e ready to give 
17// for 1 O.a, so that then^ is no necessity for c.arrying 
on foivign trade, is it not eviileftt that the producers 
of y have hitherto hc'cn In ])ossession of, at least, 
qualilied nioiio])oly, by means of which they have been 
able to exact from the producers of .>■ peculiarly favouri 
able tm'ins, and that by the opening *of foreign trade 
this monopoly has been abolished, or to some extent 
diminished ? The same considerations apply to the 
case of personal or local aptitudes, the gains of whJbh 
always ^end to be reduced by the opening u}) of other 
sources of sup])1y. The importance, in a practical 
sense, of this fact will be best seen in relation to the 
protecdioni.st controversy. 

11}) to the present we have retained the main 
elements of our* original hypothesis, viz. two “ nations,” 
two commodities and absence of all impediments to 

D 
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oxcluin^e. In order to a])))ro;ie]i, in sonie dej^o’ee, the 
eom[)iexity of nctual tnide, let us insert e;u;h of the 
omitted eli'inents, hut in leversi! order. L’etainino 
th(', idea of two eountric's and two eommodities, we 
first add the element of e,ost resnltiu^ from niipedi- 
UKUits lo exehan^e, wha.tev('r he their character. To 
the l<'.,nitima,cy of tins procedure, as adopted hy j\Iill, 
ohjee.tion has lu'en nude l)y Mr. Sidgwick ; ^ ])ut hy 
the.j manmu* in whi(;h tlui general ])rohlem luis heen 
stated in tlui preeedin.i;- eliaph'r, this dilliculty has 
heen removed, (lost of tiansfer is not a luajessary 
element in (ixc.haii,i;(‘s hetwcsen individuals, or even 
hetw('en adjacamt groups, and in many eases it is a 
very sli,L»ht one.- 

'File (dfee.t of im])ediments will, of course, be to 
lessen the i^ain hy fonugu tra<le. In our hypothetical 
case we saw that hy was the. gain ohtaimnl hy the 
opening of international ex(‘.hange ; hut if we iissume 
tluit the ratio of (‘.xchaiige is 1 O.e to 1 7v/, and that 
tlu; cost of transf(>r of <*ach of thes(‘ amounts is ly, 
the gain will lu^ reduced to ‘»y, and the nitio of 
tixchange will not, in general, he the same in both 
countries, since ihe cost of transfer, or some of it, will 
have to be adde.d lo tlui commodity in the importing 
country. It follows that the alteration of value will 
pfoduce a readjustment of the terms of international 
exchange ; hut it is impossible to say in what way the 
loss, arising from the sum of imi)edimonts, will be 
divided between the two countries. We have seen 
^ PHitciples, j». 20(5. 

It is not at all <w'ar that Mr. Sidgwick’s (;ntk'ism would hold as 
against Mdl. Even granting that cost of caieiagc is a necessary 
(■U'uicnl, may it not stdl he logitimatc to make jaovisional abstrac- 
tion of il, in order to facilitate reasoning 
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ih;it ill 0110 - unlikely case the whole ^^ain of exchange 
might accrue to one country (p. 28), anil under 
similar circumstances the whole cost of transfer might 
1)0 [)laccd on one of the parties; thus, if in A the 
demand for was so intense as not to he reduced by 
its highiT value, while in !> the demand for // was so 
weak as to decrease more than ])ro))ortionally to its 
rise in value, then the whole cost would fall on A, 
and the valui' of // would be the same in both couiitwes, 
though, as, in such a case, 11 would, if there were no 
cost of cari'iago, have obtained tlu' whole gain from 
foreign trade, the impediments would in reality be a 
deduction from its gains. It may, at any rate, be 
said with eonlidence, that the ellect of inijiediments 
on foreign trade is, in general, to inflict a loss on both 
parties, but that we do not ])ossess sullicient data to 
enable us to divide the amount of loss, any more than 
that of the total gain from foreign trade. 

rmpediments to transfer are— as Mill remai'ks- — 
one, but not, as he seems to assert,* the oidy reason* 
for the production of the same commodity in different, 
or, to keep to our case, in both countries. Let us 
assume, what is not unlikely, that the cost of placing 
1 0,r in A, and 1 7// in 11, will come to 6y, then the 
total gain — 5y— will he swallowed up, and be replaced 
by a loss of 1?/; so that the exchange would cease. 
The exintence of impediments to transfer is, in fact, 
a tendency operating in somewhat the same way as 

’ “Cost of carriage has one effect more. Hut for it, every coin- 
t'loility would (if trade he supposed free) he eitlio* regularly ini[torted 
'I' legularly expojted. A country would make nothing for itself 
‘'t'ch it did not also make for other countiies.” — Pnucipfrs, iii. 

§ 3 . 
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llic law of (liininiHliin.^ return, tlie eflect of botli 
to limit tlie lield of international (!\elian^e. 

Anollun' st(*-}) towards niality may now be laben. 
L(!t us assume that A and !’> prodmui not and ?/ 
only, but also a third eoinniodity r, and that one unit 
of ]»roductiv(5 ]) 0 \ver in A will produee 100::, while one 
in 1) will only ])i-odnee 00^. Previous to the intro- 
duction of the terms of exchange have been, suppose, 
10v:=16//. P> is now able to olfer to A not .r only, 
but also ami it will be A’s interest to take some 
of the eonOnodity at 17// = 00,:, a,s there would he 
a gain of b: hy the transaction, since in A l//=b: 

17?/ =85:. The exact tmans of exchange will 
de]H;nd on the amount of .r. and : ivipiired by A com- 
pared with that of // hy P; hut whatever it may lie, 
there is no douht hut that P’s ]>osition, as a trader, 
will be imjiroved. In like manner, a commodity v) 
may be added, whose conditions of proihiction are such 
that a unit of prodilctive ])ower in A ])roduces 50?c, 
•in P 40?/;, here, if the ratios of exchange be, as would 
follow from the last case, 10,r= l7//= 00:, it will be 
‘A’s interest to offer 45/c for 1 O.r, since it thus gains 
5?/i ; it is, too, lor P’s advantage to accept these terms, 
as it will also gain a similar amount. 

The actual rates linally established will, in the 
more complex as in the simjder case, depend on the 
play of reciprocal demand; hut it cannot be overlooked 
that the introduction of several commodities on each 
side will produce a steadying elfcct, in addition to that 
exerted by the presence of a large number of dealers 
and consumers.* The terms of exchange will be set 
b} the comparative demand of each nation for all the 
products of the other, which are the subject of foreign 
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Lratle ; and it is liirUier implied in llic very fact ul’ 
e.xelian”(i tliat llie exports of eaeli eonntry •must 
exactly j)ay for the im]>i)rts ” (the cost of carriage 
being omitted). The extreme limits within wldeli 
tlie terms of excliangi' can vary, will he set hy the 
dihereneii in the comparative cost of production of 
those eommodities in respect to which the difference 
is widest ; l)iit as any tendency to move close to either 
of tli(jse [)oints will be accom])anied hy a diminution 
in the number of articles (mteiing into the trade and 
in tlu! sum of exchanges, with a subseipient reduction 
of tli(‘, total amount of gain, it will, in general, he likely 
that the bu'nis of excluinge will be near to the middle 
point (which, in our pai’licular instance, would be 
lO.r to ITJ-//), or, more accurately, to a position deter- 
mined by an average obtained from the comparative costs 
of all the commodities exchanged between A and H. 

One Sjiecial case has not yet been diseussial, and 
as it has sup])lied critics with a» specious ob|eetion, it 
ought to b(‘ noticed here. Sujipose that the country 
1>, instead of being able to produce //at the amount of 
15 [H‘.r unit of productive )>ower, is absolutely iiicap^ 
able ol' so doing, or can gain from ifs own i‘(\sources 
only a very small amount, say 1// for each unit. How, 
it has beim asked, are the terms of exchange to be 
settled ? And further, is not the possibility of sued* a 
case aiuevidence of the erroneousness of the thetny f ^ 
The answer to this very plausible objection is to be 
lound in the express statement of an element which 
Js implicitlv contained in Mill’s theory, viz the limit 
set to exchange by the coni})arativv utility of the 

‘ See Cdiiniot, Tliuirir drs Ihclnsscs, jiji. ailUll.'), loi tlii.s objection. 
Like ,ill the duetnDc', of tliiiL tliliilvcr, it ilc-ici ve-'i t;\;Uiiiliatloii. 
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coiniiiodities x y to the consumers in It So long 
as tl’.e comparative costs of ])ro(lii(‘tion weni clos(;r than 
tlie comparative utilities, tliere was no necessity for 
dwelling on this latter condition ; tliat is to say, tiiat 
so long as !*> could, from its own resources, obtain Ibv/ 
for 10,?', there was no need to refer to the limit of 
utility, which, for an average amount, we shall assume 
to be (S// for lO.r. When, liowcver, this power of 
producing at home the commodity rccpiiied is with- 
drawn, the limit set by utility comes into operation, 
and it would furnish the reidly ultimate and complete 
limiting condition in cases of absoluU; monopoly on 
botli sides.^ It must, too, be added that utility 
varies with the (piantity demanded, and that value is 
determined by the final or marginal utility, or the 
advantage to the consumer of the last imu’ement 
obtained, so that in no resj)e(d does Cournot’s criticism 
hold good. 

The last step in turning our originally abstract 
and unreal hypothesis into an interpretation and 
illustration of international trade has now to be tiiken. 
,Let us add to the two countries A and II a third 
country 0, which is capable of producing the three 
commodities x, //, and but in wbich tbe ratios of 

^ This o])eration of utility is fully recoj'iiised by Mill. “The 
utility of a thin*', in the e.sliniation of a [luicha.sor, is the extreme 
limit of its e.xchango value : higlu'r the value cannot asceml,” — 
Principles, lii. ‘2, t; 1. In criticising the .statement in the text, 
Rrofessor Edgeworth .seems to have ov('rlooked the 

particular passage in Cournot to i\hich it i.s intended as a re{»ly, 
Cournot urges that in the case of aii article not producible in A, the 
advantage obtained would be inJinUc — “an (‘xaggerated deduction 
which warrants us to distrust the theory.” This contention seems 
satisfactorily encounteied by reference to the limit .set by the utility 
of the artnde to consumers, which may be small, and is never inllnite. 
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ex(;]ijinge, ironi tlie coniparativi! effects of 

tiie pi'odiictive agents, nre 1 0,r, 14//, iiiid <S0c. •TVoiii 
iiis})e(‘lioti it is plain that tlie most economical aiTaii^i*- 
nieiit will be the pi'oduction of // by A, of c by 11, and 
of by C ; for the total production, when each country 
produces for itself, will be d0,/'4- 49//+ ; wian'i'- 
as, when each country takes up the ))rodiiclion of that 
commodity in which it possesses a relativa* advantaoi', 
the totiil becomes 30a; + GO// + 270;::, thus ^•iving a 
g:dn of 11//. It is also a consequence of the hom- 
paratuai conditions of production tiiat C is abh; to 
supply X on better terms to A than II, who has ))re- 
vioiisly done so. Whether such wall h(‘ tlu' actual 
I’csult, howeverj (h'pends on the conijKirative intensity 
of the combined demand of A and 11 for x, as compared 
with the demand of (1 for // and .c — a ))ro[>osition 
which will also a])])ly to the cases of A and 11 w'lth 
regard to their respective products. The existence 
of two independent sources of .supply lor each of the 
commodities will, in addition, jireveiit the division of 
gain in any ease being very much in favour of one of 
the parties. If, for instance, A and (1 were isolati^d 
from the rest of tlie world, 1 Oa; might coticidvably 
I'xchange for almost 20//; Imt the competition of 11, 
who will iind it exjiedieiit to withdraw from the 
production of in which it could, at tlie most,, get 
IH// li;»r 90,:, produced hy the same sacrilice as it 
would cost to ])i‘oduce 1 Ox, will prevent such a result ; 
so that the probable outcome would be the modification 
of any terms of exchange by which the advantages of 
the trade were very uneipially divided. 

A fiirthei'* consequence of great importance, and 
one wliK'li even ]»opular doctrines on the suh)e(‘t fully 
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recognise, is the eflect on the parties already trading 
of tl« introduction of a new country. Up to tlie 
present it lias ajipeared that a country always gains 
by foreign tiadi‘ : the sum of its wealth is increased, 
or, in any ease, hettei’ distributed. The e(fe(d of an 
extra, trading body coining into the field may be to 
remove some of these advantages. It is possible that 
^ the coni])etition of (J may not permit of Ifs obtaining 
sueli favourable terms in the exchange of its products 
a" aild ;s. Nay more, it is evident that C would, 
under the assumed conditions, force !> to abandon the 
production of x, and to cojifine its efforts to the ])ro- 
duction of in I'egard to which it did not, so long as 
its foreign dealings were confined to A, jiosscss the 
greatest comparative advantage. In fact, 11 would be 
undersold by U It is, however, possible that the 
increased demand for the commodity z, which would 
be the natural conseipience of the introdiudion of C, 
would, to some extent, compensate for the loss inflicted 
on II. Whethei’ this would be the case or not, it 
rehiains certain that the total production would be 
ii^creased, and thus that the other countries (and A in 
particular) would 'gain more than J> had lost. When 
more than two nations are introduced, it is also evi- 
dent that the exports and imjiorts passing between 
any, two of the nations need not be eipial. In an 
extreme case it is conceivable that, with three countries, 
each might only receive commodities from one, and 
only send them to the other; thus A might send y to 
0, who sent to B, who, in turn, sent ^ to A. The 
equality of imports and exports will only be found 
over the whole trade of uny country. The sum of its 
imports must equal that of its expoi ts, I'hat is, of 
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course, assuiiiiiig thero are no other relations hetwi'en 
it and otlier countries^ • 

Having introduced eacli ot tlii^ elements which, in 
the original liypothesis, wi're removed lor I'acilily of 
i‘easoning, let us supjiose that a numlKU- of ‘'nations,” 
A, 1), ( 1), etc., trade with one anotlim- in i'es])ect to 
a numl)(*r of commodities, ,r, y/, in, etc.: what will he 
the conse([uence ^ The analogy Ix'tw'cen inlernational 
exchange and that hetwemi imh'pendent individuals 
has already heen dwelt on.“ In each rase tliei-e is room 
for soiiH'.wliat wide variations wh(*re hut two ])aiti(\s are 
concerned.'* AVlien a numlier of individuals within any 
nation are engaged in tiade, a market, using that term 
in its w'ider meaning, grows up, and tlu‘ teinis of ex- 
change become more delinibg so that we may say that 
commodities, when freely ju'oduced, tend to evchangi' in 
the ratios of their respective costs of produclion; hut 
the influence of cost of production does not judvent 
some individuals from receivii>g’ large rewards for 
wdiat are to them slight exiudions, and which may (wen 
he a source of ])leasure.' The gains which jicrsons 
thus obtain by tlu'ir sjiecial taste for an employment* 

' Sec tlliap. IV. ^ See |>. lU. * 

'* In a 1 1 11)0 of savages, “if any exchanges took i)ljiec between 
individuals witliin the eomnuinity, they would oliviously he governed, 
not by cost of ])rodnelion, but, hke the exchange between Esau and 
Jacob, ])y the urgency of tlie re.spectne needs of the partle-s.”- Leslie, 
Esnoijs, p.lSl. 

■* “Tlie laborious effort fitfed to produce a given lesult does not 
represent the .same .sacrifice for different jieople : it is one flung for 
the strong, another for the weak ; one for the trained workman, 
another for tlie law beginner.” — (Jainies, Lcadnuj I’rinci/dcs, p. b.^). 

Ll). Isidgwick, Friiicijilrs, ]). 5 S : — “In fact, when we consider the 
higher knid.s of .skiUed labour, it must be evident that the labourer 
often gels more enjoyment out of his work than ho does out of ifny- 
thing else in life.” 
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w]ii(‘li is usually rei^anlcd as onerous, are of the nature 
of ]‘(9nt, and deserv(^ more atUuition than economists 
liave been willing to l)estow on tliem. In intc'rnatioual 
trade sinidar ])lienom(‘na are to be met witli ; but 
they have scarcely beiui noticed at all. The competi- 
tion of different countries bmds to establish a delinite 
rate of (exchange, am! any alierrations from tlie terms 
thus scTtled ar(‘ iXM^tilied by the ])lay of reciprocal 
demand. The best (;vid('nee of the trutli of this pro- 
])osition is furnished b\ the exceptions which are found 
to exist. They all oceiir in the cas(i of commodities 
produced in a single country, and even then are not 
always to be met with. 

To rightly umhu'stand the miture of inU’rnalional 
trad(‘., it is, aliova; all thin^i^s, necessary to (constantly 
beai‘ in mind its <,n'eat (com])lexity. The existence) ol‘ 
numerous nations, in the, (‘-conomic sense, each the pro- 
ducer, actually or ])ot(Mitially, of many commo(Jities — 
the fact that the coit of each of these commodities 
will vary aecordino to the amount produced, sometimes 
incHiasing, sometimes diminishing', as the production is 
^extended — the o])cration of cuskunary conditions within 
each nation i»ivhig risi* to grou])s ])ossessing what are 
virtually qualifiicd monopolizes — the limiting effecets of 
the various im]>edimcnts to trans]K)rt, as also the opera- 
ti(*n of local advantagexs within each nation, have all 
to receive full recognition in the theory of interpational 
trade, and have to be realised when seeking to inter])ret 
any special plienomenon. It is obvious that without 
the use of special hy]) 0 thes(xs, it would be inqiossibh; 
to work out any theory on so intricaU' a subject.^ 

^*■00111 not, T/tt'nrie di"- A’/r/o’s’Sf's, pp. .‘llfl-liriO, ohji'cts to flic, liypo- 
tlictical piucnluiT as adoptcil by .Mill, and prcl'crh to deal with 
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Some fnrlhor considerations lusiriiiu on tlio theory 
of international values may most suitably la' eonsillered 
here. (1) It may have occurred to the reader, that 
all through the ])reccding discussion llu*, powers ol' 
production of the supposed countries, A amt H, have*, 
been regarded as being ap})roximatcly erpial in amount; 
and the obj'ection naturally arises. Would this theory 
a]tply to the case of traile betwi'en a small counlry 
and a largi; one : to lake a. concrete instance, fudween 
the Isle of Man and MnglamW On ('xamination it 
appeal's that there is no failuri', of the elemental y 
])riiiciple, which regards com]»arativ(‘ intensity of 
demand as tixing value. The small country A, let us 
assuiiK', will, by its demand f(»r x, but slightly alTect 
th(! total demand in the large country 1), and there 
will not be any serious altm-ation in its \alue, sinci' 
the amount of y which A brings into the market is, 
f'x hijpotli i'dy in proportion to the total amount of 

y. Tt therefore follows that tho production of both x 
and // will continue to be carrii'd on in J>, wbile A will 
give its entire efforts to the production of //, and will 
therefore obtain almost the entire gain of the tradv. 
With different costs of ])roduetion of y in 11, it is 
probable that II will receive sonui advantage, since the 
production of the most costly part of y will he aba.ndoned 
by it. It is hardly necessary to add that the competi- 
tion of.other nations would have a tendency to dejirive A 
of this special advantage; but nevertheh'ss tlu' prob- 
ability is, that a, small country gains by opening up trade 
witli a large one — a point of some ju’actical importance,* 

the cor(i))|f\ prnh^fMii ; but liis results are not eiieoma^fiiig. See 
AjipciKlix B. • 

^ The eoiisideiMtioii uotieed in the aho\e [Kiiai^i.iph has been 
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(2) The way in wliicli the <^aiii of ea('h nation lias 
l)een‘Ooni[)iilcil also stands in need of liirtlier (^hieidation. 
For coiivi'iiienee we assiiuied that eaeli nation had twai 
units of prodiietive jiow'er, which were not necessarily 
of the same amount in each country, and we con- 
sidered tlui disti'ihntitm of tlie ^ain resultini> from the 
readjustment of the industrial forces, so fai' as theses 
selected units were (amceriuMl. In tlu‘ actual working 
of foreign trade, it is tlie whohi ]>roductive ])ower of 
a country which umhu-goc^s altemtion, ami it is as th(‘ 
result of this readjustment that gain is ohtaijied. It 
is therefore plain that tlu*. delinit.e liguri' h//, which 
we adopted in the earliest form of <»ur hypothesis, is 
miirely illustrative, and that any ipiantitative estimate 
of the gain arising 1‘rom international trade is not to he 
looked for. Ily aitiuing tlu; ligures used for illustration, 
various divisions of the gain from trade may h(‘ arrived 
at; hut then the differing results are obtained from 
altered (!(((((} From the side of inti'rnational value, the 


(Ievi‘l()})e(l 111 ail intorosting \s.iy ty rrofivssor Nicliolsoii, Princijih's of 
PoliLtail Kcoiiomii, vol. ii. i*]). 1502 ^q. 

^ (.‘oiiiiiot, Tlii'oi le (h’S Jticlif’s.vs, ]t. jrt.’t, objecla to Mill’s tlicoiy, on 
the gi oil IK I that by taFing if iiisto.ul ot’.cas tlio coiniiiou “(Uaioniinator,” 
or iiieasiiie (sec ]>. 21), the [n'lci'iilagf of gain obtained by each party 
would be dill’erent. Tlui-., if instead of taking 10.i;()r If)// in A, we 
suppose that a unit in A proiluce.-, i:5V« <n' -0//, then on the h \ [lofhesis 
thaftlic ratio of exchange alter intci national liade is ojieiied is 10a‘:]8y, 
Cournot argues that the peieentages of gain to A and U ^\l)l bo IGg 
and 11), re.s]icctivtdy, i\hile if the oi iginal iiguios wtuo retained l.ho per- 
centages would lie, 20 and 10, and adds I hat “nuthoiuatieal (pie.stions 
do not admit of such anibiguities.” IIh eoiitenlion is regarded by 
Professor Edgeworth as “ liitting an inaccuracy on a vi-ry plausible 
interpi elation of Mill ; on any interpretation an iiudegancy ” (AVo/m/nic 
JoiciiiaJ, vol. IV. p. fi21, ep. p. 600). It is, bowcvc'', certain that the 
ditlieulty is entirely imaginary. As jiointedmit in the text, the par- 
ticular tiguie.s are merely illustrative. The varying percentages which 
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,U(;iK3ral (’oiiclusioii must bo, iliat. tlio a(]vaiit:ii;(' of Ibroign 
trade oonsists — lirst, in loworiiii^ the valu(“ ol‘ iiii|a)rted 
ifonds, as eoinpai-ed witli t1io.se prodiieed at lioiiie, or in 
liniitiii!^ the j^ains of sjasdal groups of ])rodiie(Ts, to the 
advanli>g(3 of the society in general ; and, sc'eond, in 
])ernntting tlu' productive ])o\V('r of a (iountiy to Ik* eni- 
jiloyed in those eonnnodities for which it is s])ecially 
litt('d. In the ordinary illnstmtions this twofold la'iietit 
is ]iiin])ed up in the g;un on th(3 ])ro('(‘ss of (‘.vcliaiige ; 
hut- a not nn(;onnnon instance will hiing the ’ two 
elenu'nts into light. Suppose an inii)roveni(‘nt in the 
})i'()dii(3tioii of th(3 connnodity k; to take place, in !>, so 
that 1 2r will he produced hy a unit of labour, this, of 
itself, w'oiild tend to low(;r the value of ,/■, as nasisured 
in terms of // ; hut since it is the readjustment of 
industry resulting from foreign trade; that has made it 
possible for r to he more cheaply produced, it follows 
that the gain of l\ wall he ohtaiiHid by that extra 
elliciency, while it is probable that some of the advan- 
tage will h(3 retained in exchanging x for //, .so that a 
double e.leiiuint of gain will he present. The nature df 
the c.ommoditie.s exchanged, and the extensibility of tli,e 
demand for them, are in this latter caf:4) the determining 
conditions. The ope.ration of the law's of increasing or 

Couiiiot oljtaiiis arc duo lo the illogitiin.ate cliange.s wliitdi lie makes 
in the umt.s ciu}iloycd. In the original illustration he e,stirnate.j the 
pereeiitiigc by taking the produoe of tlie le.ss cflicicnt unit in A (15) and 
that of tlie more edlcieiit unit in B (20) ; in the second and .altcretl one 
lie lakes the piodmc of tlie more tflieient unit in A (12',) and that of 
tli<! k's.s clfleiriit unit in B (10). As a neecssary result dillcicnt ]ter- 
centages aie obtained. A more natural method i\ould be to calculate 
the amount ol gain by taking the total result of the two prodnelive 
unibs in each (iountry, reducing the two commodities to a common 
measure, by wliicli process pieeisely the same peicontage.s wo’pd ho 
obtained in either case. 
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return, as tlui casu may iu*., also affects the 
({ueslfion; if the eommodities which a country imports are 
not suhj(ict to the latter huv in tlie country from wliicli 
Uiey are obtained, hut would he if ju'odueed at home, 
the country will ;j,a,in eoiisitlerahly by the existence of 
a trade which prevents one s(!t of the articles which it 
consumes from h(hn<r produc(‘d at a constantly inereas- 
in^f cost. Should it ha})pen tliat the law of increasing- 
return is ap])lica, 1)1(5 to the production of tlie country’s 
exports, it gains by the continuous augmentation of its 
industrial efliciency. The present position of England 
in r(‘speet to its fonugn trade is somewhat of this 
kind ; so that W(5 migdit say, a jrriori, that her gains 
from eoninuin^ial intercourse would lie jxiculiarly large; 
and the (widence of statisti(;s s(iems to verify this 
deduction. 

(d) The elf(5cts of impediments to exchange on the 
cours(5 of trade is also d(;sevving of some further notice. 
Among these imp(Mliiuents may he ])laced — (c.) actual 
cost of cavriag(‘, suedi as shi})ping freights and i-ailway 
cdiarges ; (h) brokcu-s’ and agents’ commissions ; and (c) 
ii,n[)ort and exjiort duties, whatever be their aim. With 
res])ect to tlui fir^t of these deductions from the total 
gain, the important fact specially emphasised by 
Sidgwick, that transport is a double operation, is 
fundamental. The imp<u’t has to he brought in, and 
the payuKiiit for it sent back ; and, as the aim of men, 
regarded as traders, is to reduce all the ex])enses 
incurred to obtain a given ol>ject, it follows that 
every effort will be made to diminish this cost of 
transfer. Another interesting p(unt is the c(jstliness 
of th(5 V(UT agmits of trans])ort. Ships 'and trains — 
to take the two most prominent agents — are not 
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hiovcmI without ditticiilty, uiid theroforo it is (l(*sii'a])l(‘ 
to tind pi'olilahle eiiqdoyiiKMit for tluuii both on their 
outward and retuiai jouiueys. The eours(‘ of tra.de is 
often d(‘t(!rinined hy the possihiliry of findiiiL; a return 
cargo ; and iiislaaices may even he found of tin', (U'eation 
of an industry for this ])ui‘])os(‘,’ 

No 1)(',tt('r illustration el“ the actual working of llie 
aJistract [irineiples whicli liavi; lieen considered in the 
present cdiapter, (am be found tlian tlu^ wa.y in whieli 
the cost of the double jourmw is divided in the ease, of 
the English coal e\[>orts, so thoroughly inve.stigated by 
-I evens.' Thos(! placets which have no return cargo 
to furnish are eonip(dled to pay the total cost of the 
two voyages ; their exports in payment lieing, as we 
shall S(‘e, adjusted by nuxiiis of tin; foreign (ixudianges. 
The effect of commissions is, ol‘ course, the same as 
that of freights; but it must b(i renu'mbeia'd, that the 
rate of profit expected by a trader is that to be 
obtained in the country where ixasithis, and, owing 
to the generally hazardous character of foreign trading, 
will naturally be even liigher, so that it is pinbable 
that a country with a low rate of inHwest will be at 
an advantage in engaging in the carrying trade. 

(lerman writers, and J\fangoldt in particular, have 
laid stress on the distinction between “ac.tive” and 
“passive” nations, i.e. between those tlial. carry on 
foiuign commerce themselves, and those that simply 
admit traders from other (;oun tries. Such a disl.imTion 
belongs rather to the historical develojiment of (join- 
nierce than to the abstract tlieory. It is of (amrse 

^ Tlie (lliisgow ^lulturic.s mentioned ty Ilcarn {Plulohxjn, ]>. 310) 
‘lie .1 case in jionit. 

“ Coal Q)iesiiuH, clia)). \iii. 
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plniu that th(i traders of tlie “ active ” coiiiitiy iiave at 
(irsU an opj)()rtiinity for special gain, since they will 
avail thenis(dves of any advantages tliat tlu; conditions 
of a })assive country alford (p. 68). In time, liovvever, 
this “opportunity” gain disa})i)ears and is re})laced 
l)y t]i(‘ usual interest on enter]>rises of the same class, 
and the e(pially normal profits of the undertaker or 
iDitreprenni.r. 

The elfect of duties, wlndher im]) 0 sed for revenue or 
“ pfotection,” is so impoiTant as to need discussion 
in a separate ciu'q)ter; before, however, touching on 
questions of practical l)olicy, w(i must deal with an 
cTmient, of which, up to the ])resent, no mention lias 
b(‘,en made, but wbicli has been the cause of most of 
th(‘ didicultiiis of the subject. 



CHAI^TKIJ, 11[ 

^r()NKY IN INTERNATIONAL TRADE 

Intern \T iONAL Irndi^ luis, in tlio prcccdiii^f (.'hapters, 
IxMMi stu(lit!(l ill its hi'oadcst and ninsl ,i;(5neral I'catiires, 
It lias Ixicai rai^ardcd as Indni; in form wliat it is in 
siihstancii — tlio intiiKdiani^o of ooninioditiii.s. It is, 
liow('-voi’, only in the case of primitive communities 
tliat this dii’cet intm'clianoe is to he found. To <^et 
a, cl(‘ar ide.a of such a state, of thinys, it is lU'cessary 
to hack to our Ifomer and Herodotus, or to take up 
the works of writers on Kthnology.^ Ihit the modern 
system of international trade, with its wi<lely (‘xtiaided 
ramilieations, tliough,iii appearance, very unlike tlui rude 
and clumsily-managed bartering of the old Jhdlem's, or 
the surviving Australian tribes, is, nevcHheless, funda- 
mentally t he same. The only difference is to he found 
ill the ]ires(Uic(! of money in the former, as an agent for 
smoothing and assisting the process of exchangi*. 

To those who are ac([uainted with monetary theory,’ 

’ Ilm \v('ll-kiio\vii passage m th ‘ Uiad, vii, 107-17:''. And o]i. 
1 lii“ (ipeiniig cliapLcr of Ileroi lotus. For ju, stances ofinteiliili.il Lartor- 
oig .iiiioug iiioileni s.iv.iges, see Tylor, Antirropohujij, pp. 2^1 -2^2. 

tor tlu' theory of money seo ,1. S. Nicholson, Moiu ii, part i. ; F. A. 
A alkor, Monnj. Uefeionce nlay also be m.ade to the .'ii tude “ Money,” 
by tilt! present \Miter, m tlie EiK-jiclopmUa Jiritann/ar (hth ed.), \^1. 
•wi, [i|i 720-7d8 ; lor its eaily history, p. 722. 
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it will not be bard to prove that in international, 
as in domestic, trade, money is but one of many 
commodities, and lias to be so regarded. An ex- 
amination of the course of its development confirms 
tills view, wliieli is eslablislu'd by an analysis of its 
jirineipal functions. (Jrauting liowever fi’cely, that 
the circulating medium is simjdy a (‘.ommodity, still its 
peculiar (jua, lilies, and tlie woik which it lias to dis- 
charge, make it essential for a right ticatnient of the 
topic of foreign triide to understand thoroughly its 
jiosition in the actual coursi- of international exidiange. 
To ])ut the ju'olilem in another way : as yet we have 
only considered international values; it is now re- 
quisite to investigate the conditions governing inter- 
national prices. 

As a clue to the line of iiniuiry, let us renKunber 
that, in its beginnings, international trade uses only 
a rudimentary form of money, in the shape of some 
s})ecially prized article or articles, and that in the 
course of development it is very hard to fix upon 
the exact time at which a currency jiroporly so called* 
becomes established ; so that it may be surmised that 
tlu' iiitroducti'on of a common medium of exchange is 
not likely to alter the general laws which regulate 
value. The copper, silver, or gold which is, at earlier 
stages of a natioifs existence, received for its use in 
industry or ornament, retains to the lust the character 
which it had at its introduction. There are, however, 
some consequences resulting from the very functions 
of a circulating medium, which, by their elfect on the 
conditions of supply and demand, do, in some degree, 
make the position of the money-maLorial anomalous. 
The law of demand for an ordinaiy commodity is of 
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fin ii'r(\2;ular kind It is indeed possible to gjoup 
coniinoditios, and to state general laws as to the 
variiitions of demand for necessaries, decencies, and 
liLxiiries;' but fdl siudi formnke fire empirical, find 
can nev(U' ])reteiid to mucli accnnicy. As, however, 
tlie value of inoiu^y, ea'tn'ix 'parihui^, varies inversely as 
its (lUiintity, tlie ]a,w of (huiiand is, in its case, perfectly 
reirnlar, since it is tlie quiintity of money that deter- 
mines the raiiLfc of ])rices, and is, therefon',, the reajly 
important (dMiieiit. It is true tliat the money-materifil 
may be usial in various fiiis and industries; but for our 
present juirpose it is admissible to ne<^dect tin’s [lortion, 
n\c;aidiu^^ it ;is meriily a i>otenti<il source of su[)ply. 
The (‘ourse of economic develojiment has established 
^old and silver as the cliief-in civilised (lountries it 
may be said the only — forms of money-material; it 
will, therefore, for the future, be convenient to recog- 
nise their sjiecifil position, and to sjieak of the 
‘'ju'ceious metals” or of “ bullion’* as being (Mpiivalent 
to “ money-maU'i'ial ” — a term which will also be used. 

The jirecious metals, then, whether jiroduced in a 
country, or inqiorted, will come under the conditions 
regulating intermitional values, since, owing to the 
very (pialities which have given them their position, 
and jiarticularly their portability, they are, and always 
have been, specially suited ibr lieing the subject of 
foreign trade." Another circumstance of some im- 
poi'tiince is the mode of their production (in general, 
hy mining), which makes the law of diminishing return 

’ See Jevoii.s, Theory, etc., jip. 161-172; also Professoi Marsliall’s 
‘li'^cuhsion of tho construction of “deniand .schedules" in Principle 
(itli 0(1.), hook 111, (’Imps. iii. iV'. 

“ See jMarshftip Prmciplcs, book v. chap. i. 
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to them ; so tluit, iii ac-eordaiice with the 
})riiiciple stated above (p. 29), it is very probable tliat 
tliey will he jn'odiiced in ditterent eountries, and will 
not be momjpolised by any om; nation. The amount 
of the total annual ])roduetion is, moniover, v(;ry 
nneertain, and is larg(!ly affected by chance, from 
whi{9i, as mi<^ht naturally ])e (^x])ceted, it results that 
the amounts obtained at different ])eriods vary widely. 
Finally, the extraordinary durability of both metals 
has led to the accumulation of a very larjj;(* store, 
in eom]*arison with which tlie variations in amount 
of ])rodu(;tion during short periods an* <[uite insig- 
nilicant. 

These ]>a,lent facts lead diri'ctly to some im])ortant 
inferences. If tlie money- material is durable, if a 
large stock of it is in (‘'istmuag and if the ([uaidity of 
it in a country is a principal factor in (h'termining the 
scale of ])rices in that country, it follows that bullion 
will be a very convt'nient form of im]>ort, or ex])ort, as 
tlu*. case may be, since it will never he unsaleable, and 
can be retained without deterioration.* When any jiar- 
ticular case of inUirnational exchange is being carrh'd 
out, the ])recious metals will naturally be used as a 
means of adjusting any discre])a.ncies in the e(|uation of 
exchange; but m su(‘h ca^es gold and silver, though 
discharging a highly useful function, would still he 
nothing more than ])e(*uliarly desirable commoditi(‘S. 
As yet we have not openly al)andoiH'd the hypothesis 
that barhir exists in domestic as W(91 as in international 
trade, or at all (svamts, that a standaid of value has not 
been evolved. It will now h(^ conv(mient, as W(dl as 

^ “ Atoiicy is never seeoiul-liiind , it will always I'ctoh itself, and it 
loses nothing hy keeping.”— Ragehot, Economic Studies, pp. 58-59. 
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l(\^LLinint(', Lo rt'^anl moiioy as Ixaiig fully (‘..stablislied 
for tli(! pur[)os(s dl' internal Iradu. It at uiic(! follows 
that l)idlioii, winch, allowance hciii^^^ iiiad(^ for sei<;nior- 
aL;e and mint charges, is conveaiihle into coin, will not 
only l)e a specially prizcil commodity, hut also a mode 
of leg. illy (liseh.arging all obligations incurred ; so that 
tlu! terms of international (cKclianges will be settled in 
t(Mins of money, and any balance lying over after a 
series ol mercaaitile transactions, can be removed by the 
ti'ansmissioii of money from the debtor to the creditor 
country. How will the state of trade between the two 
countrii's be alfected by such tran.sactions ? It is a 
neeessaiy (leduetion from elementary ])rinci])les already 
stall'd, that the transfer of a jiortion of the precious 
metals will tend to lower the value of money in the 
ri'ceiving country, and to rai.se it in the transmitting 
one. I'he very fact of transmi.ssion will, moreover, 
show that, the precious metals apart, the ('.([nation of 
inteinational demand is not esta^dished between the 
two countries, and, therefore, that international values 
neeil reiiil justmeiit. Should, however, the effect [iro- 
'luced liy a single transmis.sion of bullion not sullice to 
bring about the re(|uired alteration, it Is evident that 
the foi'ecs which jiroduced the (irst movement will 
yemain in ojieration, and that, in fact, a drain of 
money will continue until the ti'rms of international 
eKehang(' beiamie smdi as will establish tlu; luiije.s.sary 
<‘f[uatioii ; an effect produced, be it noted, by the 
nio\('iiu.'nt of mone.y from one country to (he other, 
having, as its conse(|iienc(‘, the lowering of prices in 
the former, and their elevation in the latter. It tluire- 
lore appears that when moimy is introduced in domestic 
ii'ule, ii Will he utilised as a ready agent for remedying 
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any break in ihe (‘([iialion of iiitnriiational demand; 
iind' further, that hy alterations of its (jiiantity, it will 
])owerlully afieet the scale of prices in each country. 
It may, too, he addisl, tliat smaller or lai^er amounts 
of the money-material are continually i)asain^^ from 
country to country, in e,onse({uence of the various 
chanifes in the conditions govern in^f international 
exelianoe. 

It may now he asked, What would he the state of 
things in which no jiassage of money \\ould he reciuired ? 
As there is always expense and risk attending the 
carriage of even gold and silver hullion, it is clear that 
the interest of dealers would lead to an effort to attain 
that condition. Since hullion is used only to remove 
balances incurred in the course of international trade, 
owing to the non-existence of the eipiation of demand, 
the estaldishment of that jipiation is tlie condition re- 
([uired to save the cost of transmission, and there is 
therefore a force always in ojieration tending to 
produce that result. The eipiation of international 
demand can only he maintained through the due 
■adjustment of values in each of the countries con- 
cerned; hut wdien money is fully estahlishe<1, so far as 
internal trade is concerneil, values will he estimated in 
it ; it follows that to alter values it is necessary to act 
on prices ; hut a change in juices is (Mjuivaleiit to a 
change in the value of money, and as the value of 
money is, in a great degree, determined hy its (quantity, 
it follows that where tin; equation of international 
demand is not established, the most obvious mode of 
remedying such a state of things is by the transmission 
of hullion, which will cease when that equation is 
attained. It may, therefore, he said that the equation 
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of iiilt'rnatioiuil domaiid, wlikdi was, as wo saw in the 
last I'.liaptor, tlie outcome of the. natural eonditifuis, 
assuniing a state of barter, is also the condition of 
e(j[uilihriuni, wlum money is introduced, and thus we 
may at once state liicardo’s greatest contrihution to the 
tlieory of international trade in Ids own words — - 

“ Gold and sdver liaving been cIioh'H for tlie general inediuni 
of circulation, lliey an*, l>y tlie coniitetition of coimnerce, dis- 
tributed III such j)ro](()rtions amongst the dillerent countries of 
the world as t(» acconiiuodate themselves to the natural trAtiic 
which would take place if no such metals iwisted, and the tra<le 
betw'eeii countries were [iiirely a trade of barter.” ^ 

The jiroof of this fundamental principle is, it may b(i 
remarked, tlie same in form as that of the cost of [U’o- 
duction tlicoiy of value given by Adam Smitli.^ In 
both cases it is sliown that there is one ihdinite con- 
dition of stable equilibrium to wbicli, even wiicn it is 
departed from for a time, there is a timdency to return 
— a teiideiicy which makes all «ther ])ossihle condi- 
tions necessarily unstable. An easier, but less satis- 
factory, line of proof is suggested by dwelling on the 
fact that money is merely a common denominator of 
values, which does not itself affect tli'em ; and since 
things which are equal to the same thing are eipial to 
one anotlier, the values of articles exchanged for each 
other by the intervention of money will nece.ssaiily be 
equal. 

’ Ji'orLs, ])p. 77-78. Mill(iii. 21, §2) declares th:U Ricardo wa.s 
the “ le.il uiigiiiator of tins lioctiiiie. It.s germs are to be Ibiind iii 
Ills Hujhcr Prue of Bui /ton (1809), wlierc rclereiice i.s made to “the 
most ap])ro\ ed writers on rohtical Economy.”- p. 202. 

“ “The natural j»riee, theieforc, is, a.s it were, the central price to 
whiieh the pi ices of all commodities are coni innally grav itating.’* — 
Wealth (ij Nations, p. 21a. 
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J{icard(/s tht'oroin — to wliicli lie has a, iiiiicli better 
to Ins inuiHi than to the so-called Jheardiaii 
theory of rent- — however, implies iiiiieh moi-e thiiii the 
mere fact that tlu' use of money as a medium (d' 
exchan^^e and a measure of value does not alt(;r the 
fundaniental law’s of value. It is not merely a vindi- 
cation of the legitimacy of treatin'^ international trade 
as if it wu're a trade of barter, not a mere exclusion of 
certain possible inlluences; it has also a positive side. 
It contains a delinite statement as to the law which 
ooverns the distribution of money in the w’orld’s trade, 
and thus furnishes a ^uide for workino out that part 
of our subji^ct. The total stock of money- material 
must he divided in siudi a way as l.o keep u}) t hat state 
of trade which would exist under a pun* barter-systmn. 
Since, however, niomy pnaiuces its (dfect throiy^h 
prices, this is (M[ui valent to the assertion that prices 
must be so adjusted as to brini^ about tlu* dicsinid 
results. How is this to be accomplished ^ I'ividently 
by establishing a scale of iirices such as will allow the 
0}ieration of those (‘xchanges which Ibllow from the 
•condition of conqiarative cost. (Comparative juices 
must be such •as to, in some cas(‘s, make a country 
import what it could ju'oduce with less cost, or export 
what it has not the greah'st facility for jirodiicing. 
They must, too, permit of the maintenance of the 
eijiUition of international demand, as resulting from 
the comparative intensity of need on each side. Tliere 
are still other conditions to be conformed to. They 
must allow the modifying effects of the laws of dimin- 
ishing and increasing return to have their due weight, 
SL% also the retarding influence of all the imjiediments 
to international exchange; and finally, wliere competi- 
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t inii (ails, they must represent the working of i-i'ciproeal 
deinainl within tin' several *' initions.” How, it* iiiny 
well he ask('(l, can tliese numerous ami eomjJieated 
demands he mi't '' The answer is best given hy 
making use for the moment of a provisional ahslrae- 
tion. k(‘t it h(‘ assiiiiH'd that ])i-ires in a, eountry are 
governed wholly, instead of partially, hy the (piaiitity 
of money, and that rapidity of eiieulation, the \arying 
activity of l.raih*, ami the mo\ements of eredil, ha\ e no 
iiilliieiK'e. Then, lo estahlish any nei'ded seaKi ot 
pi ices, it IS only neei'ssary to alter the amount of 
inom'V-maUn'ial. Thus eaeh of tin* conditimis W(‘ have 
stat(‘d may he satislied hy this (‘Xpedieiit To eause a 
(“oiintiy to import what it eoiild produce with less 
elfoit, it is siillieK'iit to raisi; piiees in that country, so 
that the eommodity in (piestion heiannes of higher 
])i'iee when ])rodm‘e(l at hoim* than wlnni imjiorted. 
To eause a eountry to (‘X])ort what it has not specially 
great technical power to jnvduee, }»ri(‘es must Ik* 
altered within the eountry, while the ]n-ice of the 
special eommodity, as eompaied with ollu'r artich's, is 
depressed; and similar c.onsidera,tions api»ly to all the 
othe,r eases. 

The gains of foreign trade which, wln'ii regarding 
tlu'in as obtained through harter, we stated in terms 
of the ])rodu(;ts e\changed, may now he estimated as 
realised hy means of a higher scale of prices. Ihit 
from either ])oint of view the same result is ultimaU*ly 
reaclu'd, though the jirocess is in apiK'aramu; very 
ditferent, since, in tlie former case, we hail to assume 
that “higgling oi' the market”- — the olfi'r on each side 
ofM’crtain unties of exchange— which, hy the jilay of 
desires on each side, were settled in a definite way — a 
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process replaced, in tlie latter east;, by the smooth and 
alniosv autontatic working of exelianges with duly- 
adjusted prices. 

Jn order to test the validity of tlic results just 
stated, let us set; in wluit the gains of international 
trade consist, when looked at from our new stand- 
point. One evidcjit advantage is the comparatively 
low price of imported goods * — an advantage which, 
from tlie side of barter, was repi\;sented by their 
lower value; tlie other advantage which wo found 
existed when barter was tlie form of trade; — tlie in- 
creased elliciency of tlie productive agents — is now 
re[)re3ented probably in higher money wages ‘and 
profits ; but, whether this be, so or not, always and 
necessarily in higlier r(;al wages and profits The 
nature and amount of the gam are finally to be summed 
up in the jihrase, “ increase of utility,” •which, how- 
ever its component (‘lements may be analysed, is the 
geiK'ral exjiression for ,the advantage derived from all 
exchange. 

Another consequeiu'c of the new form of inter- 
national trade is to be noticed in respect to cost of 
carriage, and, indeed, all imiiedimeiits to exchange. 
Since juices, not values, are now the condition to be 
attended to, it is ch;ar that the juice of an article, 
in any country, cannot exceed its price in any other 
by more than the sum of the imjiedimeiits to transfer 
estimated in money, and that in the case of an im- 
ported article it will exccu'd it liy that amount. 
Therefore, as regards jtortable articles, the difference 

1 Not necos.siirily lower jiriec, .since the re.^'iill uf foreit<;n trade may 
be to ».uso the ]>rn-es of all onnimodilie.s liigher than 1;iioy were before 
the trade wa.s o[)eijod. 
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of pric(i in differont counlrios c.uinofc be very ,^reat, 
and the iidliieneii of cost of eairia^e, as an nnpedfinent 
to trade, wdl work mainly tliroiij^di (lie alteration of 
the scales of prices in tlni various conntiies. 

There are soim*. siiecial cases Mdiicli will further 
conhrni and illustrate the jiriiKuples laid down. In 
accordance with the usual form of expONition, a,s well 
as with the facts of trade in j^eneral, \\c have hitherto 
spoken of the money-material, and regarded <^1)1(1 and 
silver as heiiiL; both used for currency.' Ihit we* may 
also take a paiticnlar case where ^old is used by itself 
in one country, silver alone in the other, tin* second 
metal in each case being merely a commodity. At 
first sight, it would apjiear that the trade will be one 
of barter, even in form; but closm- observation shov^s 
that'-prices in each country being regulated by tlui 
([uantity of the metal used as currency in that country 
— the only place for barter is in settling the ratio 
between gold and silver. If it is such as to preserve 
the e([uation of inl.eriiational demand, no change will 
be ro([iiired. Should this, however, not be the casi\ 
an alteration of prices will be needed, which would 
normally be jiroduced by a passage ( f money liom one 
country to the other; but as in the [in'sent instance 
this IS impossible, the adjustment will he re.achcd by 

’ Piofc.ssor Niclinlsoii {Moiioj, .Mil od. ji. ;}72) foicilily iii^od that 
“ill (lisciis^iii*' the (jiiestioii of (ho (‘(1001.4 of money on intei'iiatioii.il 
trade the old tlieory eoiistaiitly takeiH ‘the precious metals ’ as a unit.” 
It is po.ssihle that J\Iill lield this view, but there is e\idom‘e to .show 
that Ricardo did not. He ]toiii(,8 out that thoie cannot he a (i.ved and 
invariable par between gold and .silver, and hodeelaies that the ratio 
had lately ehaiiifed Irom : 1 to 1.5.^ : 1. He actually gives as one 
of his reasons (or pieferriiig silver to gold ;is the, daml.iid that all 
other countries used it; see his IToiks, pp. 272, 27 I, Sll, SIO. 
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otlK'.r means. Tlie fiiiliire of tlie e([iiali()ii vviJl leave 
a halitiiee. (o Ini ]):ii(l by tlie debtor eoiiiitiy, wliich can 
easily be done liy ])roeiii-iiig‘ ii sullicieiit amount of the 
cuiTeney of the ereditor eountiy ; tlie demand for tliis 
commodity will produce a rise in its value as measured 
in the (hibtor (amnlry’s curnmcy, that is, an alteration 
in the ratio hillierto existin.i^ between gold and silver, 
• The ellect will be to alter all gold prices as measured 
in silver, as well a,s all silver ju'km’s nuMSunal in gold 
- -a t'hange e((uivalent to an alteration in the coni- 
})ara.tiv(^ prices of tlu; two countries —by which proci’ss 
a state of e(|uilibrium will be produced.' 

Tin* ti’ade biitwi'eii sucb coiintru's as Kngland and 
India (before or China, Mipjiosing thmu to be 

set>arated from all other nations, would coiddrm to these 
conditions. If, as was till letamtly the case, other 
countries existed with stocks of gold and silver, obtain- 
able at a fixed ratio, then, as long as (dtlnu’ metal could 
be ju'ocured, it would, be ])urcha,s(Hl, and transmitted 
to the creditor country, when it would teiul to restore 
equilibrium by laising pric(‘s. England, it need hardly 
be said, has freely used the silver possess(‘d by France, 
in order to conduct its trade w'ith East(*rn countries. 

The foregoing considerations wall help us in dealing 
with another class of cases which might be siqiposed 
to present some dillimdty, viz. where the circulating 
medium of one of the nations is affei-ted by a seignior- 
age, (u'ther eiiuivalent to the cost of minting, or for 
any greater amounl. In this case the ilebased 

^ See Professor Marshall’s masterly “Memormdinii” on the elleet 
of (liff'eieiit eiirreneies on iiiteiii.if loiial tiade, Jppcn,du‘ lo Fnud llrport 
of the* “ (fold and Siher Commission,” pp. 47 sq . ; and for a dilfercnt 
view, Nicholson, rrinciplcs, book iii, eliap. xvn. (vol. li. jip, 140-147). 
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ciinriKjy is in pi-actice a different roniinodity, and 
th(n'(;f()in iJu; mode of prodiicinj; eiiiiililn'iiini ^\^]l lx; 
by the niovenient of “bullion,” wbiidi wdl, in ^^eiieral, 
eomimuid :i premium, as e.ompared witli the inlmior 
eiirnmey, owing to its higber vidue for jiurposes ol 
foreign trade. Notldng but limitation of the (piantity 
of (bibased coinage can prevent the iqipearance of this 
jiremiiim ; but usually limitation is effectual for the . 
])urpose, and if free minting be not allowed, it is 
even possibh' that the debased curren<;y would ‘itself 
command a premium as beang the only legal mode 
of discharging obligations in tbe country where it 
circulates. The o])ei‘ation of seignioragig when merely 
sulliciimt to cover the cost of coinage, resinnbh^s a 
duty on tlie importation of money-uiaterial, and ts 
so far an inijiediment to the ])rocess of international 
ex('hange: it is analogous to dock dues and charges 
on the im])ortation of commodities, and is thus ([uite 
unobjectionable. 

The topic of seigniorage naturaJly sugg(\sts the 
further ([uestioii of inconvertible paper-issues. They, 
as liicai'do has acutely observaid,' “a.re jiieecs of 
moinyy on wdiicli the seigniorage is enoimous.” It 
will, therefore, be admissible to adopt the course we 
have followed when dealing with debascal currencies, 
and treat the paper circulation as a new commodity 
turned into mom*}'. So long as the ])recious metals 
continue in circulation, it is obvious that they will 
discharge the functions of mom^y so far as loreign 
trade is concerned ; and it is only on their complete 
disapjiearance that the adjustment of international 
exchangi; w^ll be carrii'd on, not by a passage ot 
’ JFut'ts, ; c|t. }), 213. 
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money, but hy an alteration in the ratio between 
papei^and the ])reciou.s metals. 

The.prece.(lmg cases possess one feature in common, 
for they all imply the existence of <liflerent standards 
in the several nations enj^a^i^ed in trading. And for 
tills condition of things a general principle may be 
laid down, it is — That where adjvMinent of prices hy 
• the pas'^aye of money is impossible, it ran only he 'pro- 
dnml hy an alleratlon in the ratio hitherto suhsistiny 
hetwe};n the enrreneies in qnestum. Kxeeptions to this 
principle will only be found where tin* fact on which 
it rests does not operate, that is to say, where the 
money of one or each of the countnVs is acceptable as 
a commodity in the othei*, and there is, therefore, 
room for a limited transfer of money-matiTial. 

The case of inconvertible ])a])ei- currencies leads uj) 
to a modilication of the as.uini|)tion that we made 
when commencing this part of our imiuiry, viz. 
that the value of m/)m’y de[)ended solely on its 
quantity. Though it is indeed one element in 
determining the value of money, there are other 
conditions to be taken into account. 'J'hese briefly 
enumerated are as follows: — 1st. The (‘xtent to which 
barter is used in trade, and thus obviates the need of 
money. 2nd. The employment of the precious metals 
for non -monetary puiqioses. drd. What has been 
styled “ the efliciency of money,” or the average amount 
of work done by each coin. 4tli. The operation of 
paper money, which, in fact, is nearly akin to the second 
bead, since the issue of notes against a smaller metallic 
reserve is a mode of increasing the efliciency of that 
reserv(\ bth. The use of credit in its various forms, 
which is really a refined kind of barter. 6th. And lastly, 
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tlio ainoiiiit of triuisaclioiis, as it also affocts tlio scale 
of prici'S, or, wliat is the same l-hiiii;, llu‘, vaiiie of 
money. Ihit these variial elenuMits, though tlu'y liel]) 
to ohs(aire .and eom])lieate the ri'al prohlem, do not, 
oil aiadysis, overthrow th(‘ elemmd.aiy |)rinei[de which 
coniu'cts the value of money with its quantity. Kven 
when; ('X(dian<j:e in kind widely jircvails that state 
of ‘Miaider economy” {N'dliiralirirfJiseliaJ't) on which 
tlie (l(‘rman historical school is fond of dwellin;^ — the 
cii'cnlatiiiL; nu'dium, once introdma’d, trains a powerful 
inlluence on all market prices, and necessarily an 
alti'ration in its (piantdy allecls them proportionally, 
thou<>h it may not touch the ^nait mass of customary 
transactions.^ kor the jicriod of “ moiH'y-ei'onomy,” 
it is admitted that changes in the quantity of the 
circiilatim' medium speialily affect ])ric(‘s. Ihit at 

first sis^lit it does not apiiear so easy tr> (wtmul the 
pro])osition to the fully devidojied period of “crcalit- 
eitoiiomy.” Jlere the o])erating conditions are so 
many, and the complex orj^ani.sation of indushy 
presents such dilliculties to the inv(\sti<^uitor, that 
there is some excuse for thinking that the inlluence 
of the (|uantity of money has ceased to he powm'ful. 
It can, however, he i)roved that the effect of apiantity 
of money on prices is as potent as evm-. Take the 
develo])cd English system: will not the (jnantity of 
the precious metals affect it ''' Manifestly it will, 
and in the following way : — Detail prices are affected 
by the ([uantity of gold and hank not(*s ; hut the 
former is actually some of the money in (jue.stion, 

^ For !Ui adnnnihte .study on tlio niovoniont of and the 

oontiMsts hi'lncrn ('oinuicica.il and .station. uy distnrts, soc L-slie, 
(‘Jud ed.), No. 19, e.specially ji}). ‘269-277. 
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while llie notes ;n’e n‘])reseiit;itive of it, and eon- 
ne('T(M with its amount tlirouj^h the operation of the 
I’.'ink ('hartei- A(‘.t of 1844. TurniiiL; to tlui elements 
of (I) e,i(*(iit, and (2) tlu*. amount of transactions, 
is thei'e not a counecAion hetwcHui them l)oth, and 
furtluir, ar(! tlu^y not povverfidly affected by the 
market raU; of discount ? Tlu; most potent factor in 
(hitermining the market rate of discount is, however, 
tlui hanking reserve, which is itself conm'cted with 
th() fiKitallic r(*s(U’ve ; so that in (iiu! we c.ome hardc to 
the (juaiitity of moiaw, i.r. ponous metals, as tluj 
underlying ))ower which more than anything else 
tends to (diaiige ])i-ic,es.^ 

The (*\ist(!nc(‘ of ddliu’cuit lorms of economic, organisa- 
tion, though it do(\s not ]u•(*v('nt tlie (piantity of money 
from alfeeting pric.es, produces otlu'.r important t'lh'cts 
on th(' distribution of tie' precious metals. The 
Iticardiiiu law stat(*s the way in which tin; total 
amount of tlu^ ])r(‘cioiis metals is distrihuD^d among 
tlui several nations of the earth, and it points out the 
conditions whiedi (hAermimi that distribution. It is 


' Till' ('(Hiiicftioii hnclly cxpl.uncil in Hie text li;is been worked out 
by Sir R. (iilleii, wlio iMtefully ilistingiii.slics between “siinjile” iind 
“ eoinple.x ” indiisti ial systems.- -I'J^sdiis hi Ihnaiicr. (2nd Series), No. 
2, ])[>, ;{7-S8. a friendly critic (I’rofessor J. H. Gbiilc, Polifnv/ 
Qdiirlrrli/, vol. ii, p. .625) siij^gests tliat it is niijiustifialile to assume 
that the special English mi'thod woubt hold good elsewliure. But 
though the precise mechanism may vary from country to country, it 
seems indisputable that under any .system of “ credit-economy ” there 
must 1)0 a mode of restoring e([uihbrium. The agency may bo re- 
presented by a (Jovernment department (the United Shites Treasury 
might act in this way), a privileged bank, or an association of jirivate 
banking com[ianies, luit whatevei the form, the principle in operation 
is tlv' same. It need haidly be, said that the cll^ctiveness of tlie 
organisation will vary from eountiy to country. 
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necessary, as we have seen, to preserve the equation 
of intei’iiatioiial (ieinand, since any other position is 
nnstable ; and this r(',snlt is obtained by adjusting' the 
comparative prices of tlie diJ'ferent countries, which, 
in a simple industrial system, is only ])()ssible by 
clianj^diifT tlie amount of money. Wlien the further 
inlluences of credit and varyin<jf efficiency of currency 
come into opm'ation, the desired adjustment may be 
obtaiiicd by their means. Thus, an issue of paper- 
money may raise ])rices at a time wlien that cliap^m 
is needed, owing to tlie position of international trade; 
and the nation which is able to adopt this course 
esca})es Hk^, loss which is incurred by importing a 
given amount of bullion. The influence of speculative 
cnalit 111 raising jirices, entirely a]>art from any in- 
crease of the stock of money -material, is well known, 
and discharges a similar function (as may also in- 
creased rapidity of circulation). 

The result of these rather olivious facts may be 
more explicitly stated as follows. The distribution 
of the precious metals should, speaking broadly, be 
regarded as the result of two conditions. 1 st. The 
state of international exchange, which requires the 
allotnumt to each country of an amount sufficient to 
maintain the position of stable ecjuilibrium ; and this 
being so settled — 2 nd. The various factors which 
determine the range of general prices. It is impos- 
sible to estimate the quantity of money reipiired by a 
nation without taking both classes of facts into account. 

AV(‘ s(*e, moreover, that alterations in the inlm'iial 
economy of a nation will produce effects on inter- 
national exchange, and will render a redistribution of 
the money -material necessary. The ado])tion of*an 

F • 
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inconvertible ])aper cnrnMicy by :i countiy will send 
a quantity of tin; ])r(;(dons metals out ol' tlsit country 
to be distributed amon^^st (be other nations of tlu^ 
world. lm])roved bfinkin^ arriin^(UU('nts, tlu*, use of 
reju'csentative nioiu'y, und a, 11 other eeononiisinq e\- 
])edients, will liave a lika; (dfeet. The substitution 
of money-('xeliangi! ibr the. [>roecss of diix-ct baiiau', 
and th(i inereas(' of tra,d(', will lead to an oppositi; 
result. An interestiiu;' deduetion may be noticed 
herp.. Tt is (udchuit that banks, and all such organisa- 
tions, rep,arded from the intm national })oint of view, 
perform a useful olllea', in enabling a count ry to main- 
tain its pro])er scab*, of ])riees with a. smalh'r (piantity 
of moiK'y than would otherwise* Ik^ recpiired, and 
thus confer a b(m(*tit on the e.ountiy in wliich they 
exist.’ 

The causes which alfeet the distribution of money 
throu^ifh tin* \<irious nations are so many, and so likely 
to vary from time to time*, that it is almost certain, 
a finori, that tlu're will Ik* a nearly eontiniious series 
of movements of bullion from country to country — a 
proposition which is amply eonlirnu'd by expc'riema*. 
In ])arti(*ular, (uu*. cause for such cliani^es should be 
emphasised. The (piantity of moiK'.y-materiid, even 
if fixed in amount and indestructible, would bo re- 
distributed, owiiif^^ to the ctmditions above stated ; 
but momiy is beino slowly worn out, and is also la'ini; 
continually jiroduced in ^o'cater or less abundance ; 
and it is therefore essi'iitial to rejdace flu* lo.ss taking 
place ill countries which do not produce the jirecioiis 
metals, as also to withdraw their su})('iiluous stores 

1 “ Thf* jiKiicioiisi operjitioiis ol binking . . , provide ... a sort 
of \vag"on-way tlirou"Ii the air,” -]V(’«lth of Nations, jtp. 131, 132. 
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from tlie producint^’ countries. The movenieiiJ/S of 
Imllion may then ho grouped iiiidor two (-lasses — (1) 
Tlie fr(M[U(;nt lransit(»ry movmmciits which take place 
from country to (-ountry to (tornict slight tluctuations 
of price which are not needed hy the state of foi'cign 
trade, and (2) the slower hut larger movement from 
tlie ju'odiicing to the non-jiroducing countries. The 
fa(‘t that the (piantity of money is itself variable, 
does not in anywise alter the conditions which we, 
have found opeintive when that feature was dis- 
regarded. The distrihution nf new sujiplies is carried 
on undi'i' the same laws as a redistrihiition of the 
a,lready existing stock wouhl he.' 

The whole theory which has just la-en wm’ked out, 
IS hasi3d on one assumption which has not in gmn^ral 
been noticed hy its jiropounders. It is thought to he 
iimiuesl ionahle that a movement of the jux'cious metals, 
or an alteration of the ratio hitherto subsisting between 
diffm-ent curreiici(.‘S, will cause aVhange in prices, that 
is to say, that, the economic system will alh'r when 
the ('onditaons affecTing it are altered, which is (spiiva- 
lent to assuming the existence of coinpi-tition ; and for 
most actual nations this assunijition is anijily justilii'd. 
bet ns siijipose, how’cver, that all jirices are regulated 
hy custom, and that an addition to the stock of bullion 
will not laiso ])rices, hut rather reduce tin' elliciency 
of money, and lot us see how llicaido’s principle will 
he affected. 

There are dilferent easels po.ssihh', for 1st, the 
[irica's li.xed hy custom may he lower than they would 

^ Scr, f(ir lull yivisligation of iho distiihution of now siijielios of 
gold, J. E. (Jainics, Kssaijs ui /'o/tOw/ AVo/uo/o/, pj). 1-1(1.^), eH}>ecuilly 
Essay HI. (pp. 77-lOS) ; also Leslie, Essays, pj». 269-383. 
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be iijider competition ; it will tlicii be the interest of 
other connti’ies to tnule witli the Hii])posed nation, and 
to send to it their money, whicli, e.i‘ h upotlwHi, commands 
a liiglu'.r value tliere than clsewlua'c , but as no altera- 
tion of prices takes }»lace, the trade will continue, and 
be exce])tionally ])rolitable to the countries thus sending 
money. If the f)ther countric.s ])Ossess a highly de- 
vtdoped credit system, and if there be a considerable 
fresh annual Kni)ply of the precious metals, it seems 
as if this state of things would continue until the 
customary prices had given way before the dcwelo])- 
meiit of industry and the constant inllux of money. 
2ud. Should the cust(uiia,ry prices be higher than the 
competitive ones would be, it is clear that the coun- 
tries ])ossessing the c.om])etitive form of organisation 
will not import goods at a loss. Tlu'y will, however, 
e.\])()rt at considerable advantage, and may thus cause 
a drain of inoiuiy which will so raise th(“ir ])rices as to 
restore e«|uilibrium. ' The general result is, that the 
competitive system is far more advantageous, from 
the international point of view, since it enables a 
country to rapidly adjust its prices so as to preserve 
its international position. The use of a large and' 
increasing quantity of the precious metals for the piir- 
])Ose of ornament, w'ould, es])(.‘cially when coml)incd 
with the customaiy state, ])roduce th(‘, disadvantageous 
result above described. And it is further ('.vident 
that the nd('asc of a (juantity of gold and silver, 
whether hoarded or used as ornament, is equivalent 
to an equal addition to the (juantity of money, and 
will produce similar effects on the course of iiiter- 
naVional exchange. 

The consequence of this partial failure of Kicardo’s 
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law may, perhaps, be illustnited in the case of India. 
The lai'i^e amount of tlie ])i‘eeioiis metals, especially 
silver, alisorbi'd by that country has been always a 
subject of remark. In recent years the change in the 
value of silver lias led to an inciea.se in the amount 
trausiuitled ; but little elfcct lias as yi‘t been produced 
on Indian [iric-cs — a circumstance which has much 
increased tlie difliculties of the Indian (Joverumcnt, 
and has liceii a ])uz/le to writei's on tin* sulfject. Tlu; 
})a,rtiaJ ('xistence of customary prices in Imlia, com- 
bined with the use of increased sto(;ks of the jirecious 
metals, for the purpose of ornament or hoarding, would 
satisfactorily account for tin* actual state of tilings, 
and it is possible that such may he the real exjdaiia- 
tion. 

There remains one part of the relations of money 
in international trade which has not yet been investi- 
gated \iz. tlui cost of obtaining it, and th(‘ consc- 
rpiema'S ri'sulting from that (*.o,st.* In a gold-[»roducing 
nation, it is plain that the total cost of money is lo lie 
measured by the amount of jtroductivi' power which 
must he ajijdied to obtain the amount of the precious 
metals employed for currency jmrposes in that nation ; 
whihg in all iioii-gold-producing countries, the cost 
will be measured by the cost of the commodities 
exported in payment for the needed amount of money- 
material. The conditions, therefore, which determine 
the cost of a nation’s money are three in number; or, 
to use the mathematical expression which Mill has 
eiuployed, the cost of money is a function of three 
variables, viz. — (1) The amount of money reipiired 
by a nation, Which, as we have seen, depends on the 
economic system of the country. (2) The state of 
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recipj’ocal dc'iiiand. If the products of tlio nation are 
much souii,ht after, tlie terms of excliani^i; will l)e more 
lavouratde to it, and if its demand for foi’ci^ii products 
is intense, they will lu* less favourahle. The terms 
tixed ])y n'cijn'oeal demand an; not, in actual trade, tlu; 
same in lioth countries, owing t-o the inlluenci' of 
imjiedimmits to transfer; in estimating, therefore, the 
force of this condition, w(; must take into account the 
amount of the im])ediments, which will maiidy consist 
in cost of carriage of bullion and ot the, exchangi'd 
commodities, but also in ])art of duties, im[)os(‘d either 
on imports or expoi'ts ; so that if a country be (dose, 
to the phua! whmice it draws its supply of moii(.‘,y, and 
if the articles it sends out, or ndurns, be of high value 
in ])roj)ortion to their bulk, tluu'e will bt; room for 
great gain by excha,ng(!, and the possibility of getting 
money ch(,*ap(;r; but the actual attainment of this 
result will (le[)end on the state of recipnjcal demand, 
(d) The ])ositive ellicKmcy of industry, which, if great, 
allow'S of the ac([uisition of a largi'r stock of money by 
a givcm effort, oi’ a given amount by a l(;s,s (dfort. The 
conclusion may, thendbi-e, lie drawn, that a nation 
obtains its moiu'y at less cost in ]>ro}H)rtion as these 
conditions are da vou ruble to it; and we cun again 
assert that all improvements in the momdary and 
credit organisation are for the national advantag(‘. The 
second condition shows that the opening up of demand 
for a country’s products will tend to reduc(‘ the cost 
of its money, as of all its other im])orts, and the 
removal, whether total oi- partial, of impediments to 
exchange will have a like effect. Increase in indus- 
trifU etliciency will, t(X), enable a nation To procure its 
imports with less (dfort, and will, therefore, be advan- 
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ta^'-ous 111 (Mialiliiijj, it to got its iiioiiey-inatorial with 
less sai'i'ilieo.' ^ 

The .scale of jiviees existing in any eounti'V is, as we 
liave sc'cii, the result of well-delined eaiisi'.s, and (‘annot 
be altered by any sliglit force ; but in tlu' light of the 
jireecdiiig I'esiills, it may be well to see in vvdiat way a 
naXion’s intei'est is c<ninected with tli(‘ I'angi' of ils 
geiieial jiiiees. High or low^ priees, all the world over, 
are, it n(‘cd scarcely be .said, of no con,se(|iienee. They 
imply simply the existence of a greater or less nnntber 
ol' eoiiiitiM's. Hut one country, by having biglier price.s 
than others, may gain through its foreign trade, by 
purehasiiig’ its imports at lower ])riees, and by giving 
a smaller amount ol‘ ex}»orts in return. It is, how- 
ever, im[)ossil)le that such a, position could b(‘ retained 
unless Hie international rc'Iations of the country per- 
luitf.ed it, so that high general prices must he. the 
outcoiiM* ol' fa,vouring eireum, stances. Tlu* divm’gence 
ol‘ ]uic.(‘s in dii'fi'rent countries .is, moreover, limited, 
since ini[)orled articles cannot be permammtly high(‘r 
111 pru'e than in the country of their ])roduc(ion by 
moil' lhan the cost of the sum of impi*diments to 
('xcbangi' It is, therefore, in aitieles wliosi* transport 
is diHicult or inipo.ssible, or in tho.se subject to heavy 
import dutii's, that a, great dilference in price may 
be antimpated , and then, where the other industries 
possess greater productive power, it is probable that 
this feature will apjiear; but such high prices are an 
indiralion of industrial inferiority in certain branches 
ol jiroduction, and cannot be regarded as advantageous : 

^ Si’('. for fiillijr discus, sioii of this point, Senior, T/urr Lrrfuics mi 
tht' Hos/’ (// ohiauiiiKj Money, No. I. ; Mill. /') (iiciiiles, iii. lit, $5 ,* liiid 

Cairues, Leiuhny l^nncip/es, pp. 489 ttij. 
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and thus we may accept (yairnes’ slatemtmt, that 
” wlial a country is ii]terest(‘(l in, is not in having its 
prices liigh or low, l)ut in liaving its gold cheap, 
undei'i^itanding Ity chca])n(!ss not low value, hut lovj 
ras7.” ^ The gsin from international exeliang<! will, 
indeiMl, he realised in till cases in the way (‘\plaincd 
befoi'c, viz. in rfslneed values of im])orts, and in the 
increas(5 of wealtli as j)roved hy a ris(‘ in i’(';d wages 
and in the mass of ])rofit. 


L(<r(fnhi rrnici/iJr'^', p liU. 



CHAl’TKK IV 

Til 10 EQUATION OF TNDIOBTEDNKS.S 

The null lull reflations of nations, or trading groups, 
arc not all comprised in the actual exchange of com- 
modities. When intercourse is of long standing, and 
when it has become possible to move capital with com- 
parative ease from country to country, the (exports and 
imports become but one element -a very important 
one, it is true— -in the sum of commercial transactions. 
In order to understand the exaefposition of a country, 
we must consider not merely the e(;tuation of reciprocal 
demand, Imt rather what may be styled the eijuation of 
indebtedness. It is not the e(]uivalence of imjiorts witli 
ex])orts that (amstitutes the stable condition of trade, 
but the e(puvalence in the sum of debts due to the 
country, and that of debts due by it. The jn-ocess of 
estimating a country’s relations is not tlnirefore so 
simple as the Alercantilist theorists supposed. They 
judged the balance of trade to be favourable (jr un- 
favourable in proportion as the exports exceeded, or fell 
short of, the imports. Even from their point of view, 
it was the balance of indebtedness which should have 
been taken into account, though it would not furnish 
a logical basis for the particular conclusion which they 
73 
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Houo'lit to draw from tlie (‘ourse of trade.' It is tliere- 
fore re(j[uisit(i to (‘I(*arly Tiiuler, stand tlu' natui'e of tin; 
different eoin])on(Mits (if tin* e(inati()n of indelitediu'ss. 
Tliis invc'st.iiratioji is, in reality, notliini^ (dsi^ than 
stating tile varioius parts of the debtor and eivditor 
aceonnt of a eonntry, which may perhaps Ik; best 
arranged in the following order; — (1) It is desirable 
to ^nive the first ])lace to what the; ea.rli(‘i’ writers 
re^j^arded as the sole contents of this bahuice-sln^et, 
viz! the inijiorts and (^x[)orts. A country is clearly a 
debtor to other countries by the value of all its iuijioits, 
as, on th(‘ other hand, it is obviously a ereditor by the 
value of its exports. (2) jSbixt to imports and exports, 
we have to set down to the account the loans which a 
country receives or givexs. The contracting of a loan 
by a nation makes the nations which oiler the; loan its 
debtors for the time lieii^i^S till the' loan is (aimed out, 
and it necessarily becomes their creditor. To take the 
most usual instan(;e‘, investments of ca,])ital abroad, 
while beiiiL,^ ('arricul on, make a country a. dclitoi’, 
as the; investment of foreign (*.a])ital in a country 
makes it a m-editor. (2) Tlu' annual interest on ca})ital 
alri'ady invested acts in the opposite direction ; heia; 
the investing conntiy is a creditor, and the country 
which has previously borrowed a debtor. Doth this 
and the foregoing elements are instructively illustrated 
by the relations of England with the United States 

' Sir St(‘uai t notices “that there is a ,<(reat (liireicnce )ict\\ een 

the wronj' hnlanrr of trade and the general halaixce oj pa ii)iwnt<i" 
[U'urls, iii. p. 216), hut fails to develop 1 he conception. The expre.s- 
bion ‘‘balance of indcbtedncbs ’’ appears (o liave beini Jirst used by 
J. L. Foster, in liis useful pamphlet on The Principle of Coavacrcial 
Kx'Sa itifes {DnhUii, ISOI). liy nuMiisof tlie conce[ilion that it i(‘pre- 
seiits^ he exj) 0 ,ses .some cominou lallacjes 
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and lier own Colonics. (4) The repaynicnl, of a loan 
previously incnrnMl acts in tlic saniij way as tlic inti'resl 
to b(' ])aid on it while oiitstandiiijj, It (-onirs to tin* 
credit of tlu‘ reianvinu', and to the ilehit of th(‘ lepay- 
in*; ('onntry , which merely amounts to the asHcrlion 
that th(' n'veisal of a process will in general Iia\e an 
o]jpoHite effect to the original process, (d) 'I'Ih' next 
elemmit is a minor one as compared with those that 
we have bium considering, hut still its aggregati' amount 
cannot he neglected ; it inelmhxs the earnings of nattve 
merchants living abroad, and the jirolits of foKMgners 
residing in the country, that is, of coursig so far as 
th(‘y are transmitted to their native country. In the 
formei' ease the country is a creditor; in the latter, it 
is a debtor. (G) It is piudiaps scarcely ncia'ssary to 
separate our sixth case from the last one. It occurs 
when foi'iMgners transmit moni'y for hemoolent pur- 
post'S to a country, or in the reverse instam-e of a 
country sending donations abroRd— eg, the annual 
remittances of the large numh(‘r of Irish jieisons, who 
are naturalised in the* United Sta,tes, to the United 
Kingdoiii, amount to a considerahh‘ sum. 

(7) Our next head will he more important A 
(ioiintry is a creditor for services doiui h} its sliijis and 
tradeis. Though this head may, in some instances, 
touch closely on No. 5, still there is a shade of dilfer- 
ence. The ships which a country enqdoys in carrying 
for foreigners are in reality, as Sir Jh Oilfeii has aptly 
called them, an “ invisible export,” and might almost, 
did the nature of statistical returns permit, he classed 
under the first liead. On the other side, of course, a 
countiy is delitor for the services done by foreign shjps 
and traders for it. When we remember that seventy 
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millions may reasonably be assigned as the armnal 
amount of England’s gain in this way, the importance 
of the item will not be disputed.^ (8) The expendi- 
ture of a nation’s (Government abroad will also make 
it a debtor lo that amount, and, eonversely, the exjiendi- 
ture of oth(‘r (lovernmeiits in a ('ountiy will ])ut it so 
far in the jiosjtnm of a creditor. (9) An item of 
greater inlative weight formerly than it is at present 
should not be left unnotieial, vi/. tributes, or iiulemni- 
due by one country to anotlier. I'lie paying 
country is lu're tin* debtoi', and tin' nieeiving country 
the creditor. Striking modern instances are to be 
found in the case of the gre.at war indemnity ])aid 
by I’rance to fhu’many, after the ivar of 1 870-71, 
amounting to £200,000,000, and in the indemnity 
from (ihina to Jajian. And linally (10), the expendi- 
ture of citizens travelling abroad, renders a country a 
debtor, wdiih* it is a creditor for the (expenditure of 
foreigm*rs within its territory, that is, of (niiirse, so far 
as th(‘ ])arti(;s in (.piestion derive tlau’r })owci‘ of ex- 
penditun* from their riativ(‘ countiy. 

Siudi are the })rineipal elements which go to deter- 
mim* the balance of indebtedness. It is prjssible that 
some minor eases may b(‘ found which are not included 
in the foregoing analysis ; and most w riters on the 
subject have contented themselves with a less minute 
division of the several items. It is, howevei', essential 
to direct attention to the cardinal fact of the eipiation 
of indebtedness, which is the condition to be satisfied 
in all continuous solvent trade. The erpiivalence of 

* See Gitien, Kssaifs^ ‘oi Finance (‘2iid Senes), 171-189, and 
statistical Journal, vol. Ixu. pp. 9-12. Bankers’ eoninussion.s in a 
commercial ceiitie like Lon<ioii would bo very bimilar. 
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imports and exports may or may not exist ; but there 
is no advantage or disadvantage in an excess of eitlier 
of thes(i amounts. A country may, for a. considerable 
])eriod, have an (excess of exports over imports, and be 
prosperous, or tlie reverse.’ And the same is the ease 
with imports ; but a country whieli has a halancn of 
indebtedness against it will llav(^ to alter some of the 
items (jf the aeannut, or clear away tlie balance hy a 
numl)er of l)anlvru])tcies. The establishnuuit of th(‘ 
('(piation of indebtedness is for (‘very (30untry what 
Cairnes declared it to be for tlie United States - 
“ simjily the condition of her remaining a solvent 
nation.”" It follows that this principle may be 
safely us(‘d for the purjiose of diahicing conclusions 
with ix'gai'd to trade movements. As, in general, the 
imj)orts and ex])orts are the most c'asily alien'd items 
of tlie account, a readjustment in the amount of 
indebU'dness will take ellei't through them, and an 
unfavourable balance will be (li.sc^harged by a, i'(‘duc- 
tion of imports, an ine.r(3a.s(! of ex])orts, (U- a (‘om- 
biinition of both proc(‘ss((s. 

'flu', exaniination of the complicated n'latiuns of 

' FAani[)lt'.s 111 point aic. tho pusilion of (,l|p Unilpil KingJoin 
uith its (‘\cr.s.s o( iinpoils ; that ol iJic tliiUcil Slalis, uIhoc 

tlio c'.\poit.s as a rnlo I'xcrpd the inipoits , and the pi mimiiciiI, oxccss 
of ('\poits in tlie caso of tndia. A coniinon fallaiy i'. lo ro^'aui llio 
relation ot ini]>orts to expoits as iM-nii; oonnecled with the parlicuKir 
eomniercial polie.y piiisiied. Usually, the plea is that pioleetion is 
iieeessaiy in oidei to slop exeessivi' imports, Imt soinel mies, as in 
tlu; c.ise ol Iiclaiid, it is alleged that Free 'J’r.idf is had hecaiise the 
e.xjioits arc gieatci than tlie inijioils. See on this latter loim of 
the fallacy (J. nines, Ijailniij /V/«c’/p/c’5 (1st ed.), p oOO, and on tlie 
whole (j nest ion ol tlie relation lietwecn inipoitsand exjiort.s, (Jilieii, 
Kssaijs in Frnanir^(2ht\ Senes), pp. ntt!-239 ; also Ills paper on “The 
Excess of Imports," Statistical Journal, vol. Ixii. pp. 1-69. ’ 

' .heading I'l inciples, ]>. -145. 
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international trade enables ns to make a needed 
modification in the theory of onr snhject. In the 
preceding elia])ter we had apparently estahlislied that 
tlie eipiation of international demand conld, if broken, 
be restorcid only by an alteration of })rices prodneed 
by tlui ])assage of moni'y, or by a change in the ratio 
(»f the currencies in the ('ountries in (piestion. We 
;ire now in a position to understand that a foreign 
loan may maintain tin; eipiation of indebtedness, and 
may obviate the inconv(‘nience of a sudden change in 
t)iices, which may not, on tlu' whole, and taking a 
long j)eriod into account, be needed. This function 
of securities is most useful, since it giv(!S stability to 
j)ric(!s wliicJi would otherwise lliicd-uate unduly, and 
further relievi's c.ountrii'S from what might be the 
cause of much inconveni(m(a‘ and loss, viz. the sudden 
drain of a large a, mount of mom'y- material. It is 
with i-csp«M't to nations ])ossessing a fnlly-develo])cd 
crcdit-eeamomy thah the service, is most im))ortant.^ 
The matter may be put in a sonniwhat diflenmt way 
])y saying that a country at times cai] create an 
immaterial export by means of its securities, which 
export it has to meet at a future date by sending out 
an actual e\[)ort of eipial value - interest, of course, 
being ])aid in the meantime. Tlu! practical applications 
of the doctriiK' concerning the e(piation of indebtedness 
will Ih^bcst handled in connection with the protectionist 
controversy; hut the foregoing general statement is an 
essmitial preliminary to any treatment of the foreign 
exclianges, to which branch we shall next proceed. 

’ TIio ( xpcdiiait, is, of c‘oiiiM‘, only ;i tenijtoi.ai'y one, but it is novcr- 
tlioJess inipoitant to nolo its uxistcnce Conip.iro the criticism of 
Loriiii, La Monda, p. 324. 



ClIAL'TKi: V 

TIIH 1-'()UEJ(JN p:\'rilAN(iES ^ 

It is now roquisite to look more closely at the actual 
loriu (jF iiiturnaiional trade. We have hitherto con- 
sidered th(! Forces o{ieratiu;j, on the, hums (»r ('Aadiaiij^i', 
either on th(j suj)poHition of barter, or after tin* intro- 
duction of money. The next ste]) will he, to see in 
what mode the indebtedness created through tlie se,veral 
eloiKmls described in the jm'cediiig chapttn- is dis- 
<'luirged. Til ])rnctice we hml that debts are reduced 
to tln^ form of bills — “ foi'idgn Hills of Exchange,” to 
use th(! full title - and we caic thus (bnivi^ some 
knowledge from examining the, working of these bills. 
Tn oi'der to give; deliidteness to our i<leas, let ns tala; 
an assumed case. X, a merchant, in om; country, A, 
has sent goods to a certain amount to Y, a mercliant 
in another coiintiy, H; W, a merchant residing in II, 
has sent goods of equal value to Z, who lives in A. 
Tlow will the liabilities thus created be disi'hargi'.d ? 
There arc, several altm-nalive courses. X and W may 

' Viscount (lO.schen's Tliconj of ilir Forrujn, Ktr/nnuffs is .in old 
stiindiiid uoik on the suliject, hut Mr. Claicts Money Market J'limcr, 
and his ABO of tit r, Porciyn Exchtinyrs, give nnicli fuller deUils 
iiid supply model 11 example, s of exchange operations. Iher-son, 
Vohtmil Economy, }io\. i. ji]). (Eng. trails.), i.s sei v ic, cable, 

L.s .supplying fresh c.xaiiiplcs from the foroigner’.s point of view, 

79 
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fetch back the value of their goods in money, or they 
niaj^ exchange them for an equivalent amount of 
commodities, whieli will be Inouglit hack and sold 
by them ; and sucli is really the primitive system 
of tradijig. If the obligations were formed in the 
countries of the creditors, Y and Z would have to 
transmit an equal value to X and W ; and when 
money is developed, it is almost certain tbjit this value 
will have to be sent in that form, since it is the only 
legal temler. Hy cither of the methods just mentioned 
tb(U'(‘. would be in general two streams of money 
passing between A and V> in ()p})ositc directions. 
Anotluu’ way of discharging the oliligatioii is, however, 
available. Let us suppose that X draws an order 
desiring Y to pay the dcjbt that be owes to X, to the 
bearer of tb«‘. order, and that he sells it to bis countiy- 
man Z, who discharges hi.« debt to W by sending him 
the order, iuid finally that W presents it to Y, and 
olitains the amount., Ly this sinqde arrangement the 
ex}.iense of a double transmission of money-material is 
avoided, and two trnnsactions are clo.sed by the use of a 
single Ibll of Exchange, as X’s order is called. Y’s debt 
is then said to be drawn for, and Z’s to be remitted for.^ 
The .several individuals in the su))posed instance 
may be regardisl as types of so many classes ; and the 
relations between X and Z in A, and Y and W in L, 
will be carried out by means of an intermediate class of 
dealers who make the foreign exchanges their special 

’ “ j\lr. Sryd’s estiiiiati* is, I Mat oiR- tliiril of oui o.v)u>rts aio draiMi 
for, and Uvo-tinrd.s rennttccl foi.” Palgiavo, Nutts tui Jhinkintj, p. 43, 
Aocoixhng to Mr. Clare the projiortion drawn for is nilich .smaller. 
He Mig'/;est.s 10 pel rent as tlie ])rol)able amount, and aceounts for it.s 
smallness by refeience to the position of London as a monetary 
centre, and tjje cojjaejr|ueiit convenience of drawing bills on it. 
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business. The exporter of eouiiiKKlities will part with 
his hill to one of tfiose, dealers^ who will, in turn, sell 
it to a debtor for tlie pur])ose of heint; transinithsl in 
dis(‘]i;iro<! of a d(‘ht to a foreiLjn eonniry, where it will 
proliahly jiass into the hands (»f {mother (‘\e,li;inoe- 
hi’oker for eolli'etioii. Ihit wlritevei’ he the judiud 
course adopted iu ])iirtienl;ir eases, the oe)i(>raI result 
is the eivation of a new coininodity, which is houoht 
and sold on tei'uis, settled in iieeordance with the 
conditions of su])p1y and demand, • 

Tu tli(*, case just stated the debts due on each side 
wme equal. What Y owmd to X was (exactly halanca'd 
by Z’s del)t to W, and, therefori*, tla; exehaitttes were 
eqind — ji hud whit'h is expressed in technical lanomi^e 
by sayinj^f that they are at pitr. Wlum this is the I’ase, 
it is phiin tliiit the question of indebtedness is realised, 
since hills are not nuu’ely the result of exports and 
im])orts, hut of tdl forms of delit. Another conse- 
queiK’e must he noted. There is no need of tlu'. jiassa^m 
of inom^y to nu'et a hidance, iind we may, therefore, 
conclmh' that a state of equilibrium is attiiiiu'd wlum 
the exchani;(‘S are at prn*. As 3 et only the main and 
])riniary factor in exchan, qe ridations— that is to say, 
iiulehtedness — has been meiitioiuid. Tlunn a r(! several 
eoiiijdie.'itinfi; circumstances which timd to ohseiin* the 
ultimate force at work. It is liard to jirrest the 
])lienomena which are in continuous motion for the 
purjiose of analysis. The hills, which are hourly hein^f 
drawn, are for varyiii^^f periods of time, and are dmwn 
by and on persons of very viiried df^^n-ees of credit, 
and, as a necessary consequence, show these intliumci'S 
in their market price. Again, almost every nation has 
its peculiar currency system, and, therefore, there is 

G 
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the necessity of niciisuriiit; tlu; value of a Ijill expn^ssed 
in one system hy the teiitis ol‘ another. From this 
side we get aiiotlKU’ and more eoiicieO', deliiiitioii ol‘ par 
(tf (‘,x(']iange ; it is attaimul when tlui moiii'y of one 
eouiilry is e([ual in valium to an amount of tin; money 
of a.not]ier eonntry eonlaining tlie same quantity of 
moncy-matm'ial. The, dilfc.renei' of eurnmcies, (hough 
it is [)erplexing, and rendci's all ealculations more 
trouhlesonuy yet docs not crc'ah' the system of the 
forf*ign (*,xeliang('s, wliieli i'(;snlts from tlie ])rimai'y fact 
f)f indebtedness, eomhined with tlie cost of transmitting 
money from one ])lac(‘ l,o anotlu'r. In genm'al, too, 
the fact of ddfercMit legal jurisdii'tions, or fora, is a 
juridical ground for tn'ating hills as “ foreign ” ; hut 
it is not a lu'cessary condition. Owing, then, to tin* 
various e<)mpl]catang (‘ircnmst,;in(;es, iJie cxchangi's aie 
in constant movement; huo (,h(‘y mo\(.‘ witliin deliniti' 
limits, whi(*h may h(‘, concisely indieati'd. If at any 
partic.nlar tanu' the cipiation of indcihhslncss is not 
estahlish(‘d, it follows (.ha.t tlu', (daims of one ('ountay 
—say A---on the otlu'r - say It - -arc greater than 
(hose (tf 1) upon A ; tlKuidore tin' snpjily of hills in A 
will he gieatcr tJian the dmnand for them, and, in 
order to induce*, a sah*, tlu'v will lull Ik'Iow tlieir 
nominal value. The convi'rse will Ik* found to take 
jilace in It; then* the demand for hills will exceed 
the siqiply, and their value will n^e above (he amount 
which they re])ri'.'ient. The exchangi'S will he below 
par in \, and above ])ar in Ik Tliei'i* an.*, how(*,V(*i', 
limits to the rise in the value of hills in H, and their 
fall in A ; nor, if we k(*(*p the elenieiitarv facts sti'adily 
iiL vi(*w, IS tlu*re much ditlii’nlty in seeing what they 
are. Why does a merchant in A s(*.ll his hill at a 
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lower valiK'- than ifcs*iH>ininal amount? I’lainly heeausi' 
acLual money is worth more tlian tlie atiionnt to be 
obtaiiK'd by the bill, which will have to bo f^c'iit to ]> 
to 1)0 casluMl, and tlai proceeds of which will have to 
1)0 (-airied baidv to A at o\])eiise and risk Tlioicfoie, 
the cost of briituilii; back bidlion would be I la; limit 
to t!i(' fall in value of lulls in A. In lik<- manmu’, 
bdls in it will mtt j^o beyond tlu' cost of transmittmt; 
bullion liom that country, since a debtor llieve, insti;ad 
of biiyiiiLt a lull, would, were it cheaper, rcunit the 
amount of liis (h'bt in bullion. It may, tbeiefore, be 
eoncludt'd that tlie limit to e.xebanoe tluctuations, in 
('it her din'otion, is li.\('(l by the ('ost of the jiassa^e of 
specif' — a, statement which may also be put as follows : 

'File iipi)er limit of exclianoc operations is /)oy, phis 
the ('ost of tiansmil.tino specie, tiu' lower limit ixir, 
iiiiiiiis t!i(‘ ('ost of transniittiiii; .s])ccie ; so that Iwn-e 
the c(jst of sciidiiiii s])(‘ci(' is the whole space within 
which lluctuations ordinarily take j)l<ice. Maidi of the 
hunts IS kiiowm in le(diiiical laiiL^iia^i' as a. sjiecii'- 
poiut; and thus we may say, that tlu' sjK'oio-points 
:ne the limits to exchani'e lluctuations, wdiile tlu' 
position of (Kpiihluium is per. AVithin tlu'se limits, 
how’cfer, lh(' movements are iiu'i'ssant, and are alfected 
by all the conditions already mentioned. In (he 
illustrative case oiven abo\e, the balance of ind(d)t(‘d- 
iK'ss was in favour of A, and ayaiiist H ; theM'foK', to 
lestore eipiilibrium, the ])assaye of some bullion would, 
in general, be needed ; but e\('haiie(‘ operations will 
I'lMluce the amount to a minimum, and in this way 
save expeiisi'. Since the bullion has to pass fiom 11 
to A, the exchanges are said to be favouiable to ^V, 
and unfavourable to II — teiins which have descended 
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from tlie time of the mercantile sloctriiie, when the 
inllux of money wus ahviiys regarded as beneficial, and 
its ontllow as injurious. The tlieory on whicli this 
idea was l)ascd is universally admitted to be erroneous; 
but Viscount (Joselnm has ])ointcd out that in certain ♦ 
states of [ho mom^y-market the elliux of bullion is 
detrimeidid, and that from the moiudary ])oint of view 
there may be some justitication for the use of the terms.^ 
/.fo enable a more vivid conception of the actual 
course of exchange operations to be formed, it will 
be well to take a e.oujde of selected instances from 
the present time, and first will naturally come the 
exchange between London and Paris. In this case 
both countries have in jiractice the same standard 
metal — gold; and since one jiound sterling contains 
the same amount ol' ])ure gold as 25 francs and 22-2 
centimes, the par of exchange is said to be 2r)‘22-^. 
The cost of smiding XI between London and Paris is 
about one-eighth of a, franc, or 12.L centimes; con- 
se([uently, the s])ecie-])oints may be taken as 25T0 
(ie. 25‘22>--l2T) and 25-:L5 (?>. 25-22 -f 'I 2^). 
When the rate for short bills is near 25-10, a move- 
ment of bullion will take place from London to Paris, 
in order to obtain the jiroHt which may be expected ; 
and the opposite will occur when 25-55 is approached. 
Within these comparatively narrow limits, the ex- 
change will be c.onstantly moving in accordance with 
the variations of supply and demand. The exchange 
between London and New York will, in like manner, 
illustrate the elementary facts of the exchanges. Here 
the par of exchange is 4-8 since the gold in one 
English pound is equal to that in $4-8G|; the cost of 

1 Theory of Ike Foi-cign Exchaiujes, p. 86. 



THE FOREIGN EXCHANGES 


85 


transmission of the pound sterlin^^ would 1)0 about 3.^- 
ccnts ; from whicli we can iider tluit the specie- (or 
sliij)])inn-) ])()iiits are 4'83 and 4'00 a[)proximately. 

It should be r(miark(‘d that these conditions in 
strictness ;ipp]y ouly to what are called “short” bdls, 
that is, bills which are dm;, or almost due ; in the, case 
of lon^ bills — those which have some time to run 
1)el'ore beeomini^ due— tlu; disturbing inlltieuces of rate 
of intt;r(‘st and state of credit have to be consid(;red, 
and will (;aus(' widei* fluctuations. It is possible to 
state similar ])ars and specie-iioints in the case of 
any two commercial centres; but for the jmipose 
of ill II strati iitr tlie abstract itrin(*ij)les, it will be un- 
necessary to add furtlu'r instaiK-es.' 

Though, in j>eneral, Ihe valm; of bills can only vary 
witliin tin; narr(tw limits set by tlu; specie-points, there 
are some curious casi's on record when; these bounds 
have bemi jiassed, and where much lari^ei’ rates of dis- 
count and higher premiums have Jieen obtained. These 
exeejitions to the g(;neral princijile themselvc's admit of 
classilication. The cases in which tin* exchanges may 
fall below s})ecie-point are two, and ma,y be stated as 
follows: — (1) W]i(;re a stringent money-market is 
coexistent with a favourable exchange. For, suppose 
two nations, A and B, in the former of whicdi tlnire is 
great monetary pressure, and from which there has 
been a large excess of exjiorts over imports, or, at all 
events, a favourable balance of debts; it follows that 
the supply of bills in A will exceed the demand for 
them — a circunistance which would in ordinary times 
bring the exchanges to the lower specie-point, but not 
further. Now, however, the influence of the stringent 

^ For fuller details see Clare’s ABC of the Foreign Ejcchtimjes. 
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inoiiey-iii.'irket c-()iii(',s in. Dealers are luiwilling to 
invest tluiir inom^y in Inlls wliieli cannot l)e cashed 
lor some time, and tliertdore tlie (hnnand for tlumi is 
r(‘diic(Ml ; moreover, tlu^ liolders of hdls aie anxious to 
obtain money, wliieli is (la* oidy foim of legal tviider, 
and is tlim'efori' ])eculiai'ly needcsl at limes ot pics- 
sui'e ; and thus the discount on hills go(*s ladow its 
normal limit — a phenomenon w hieli is aei-ompaiiUM] hy 
a high rale ot interest, and a geiieial fall in tlu' ju'iees 
of commodities and secuiitu's. 

A striking instance* of the opmation of these con- 
ditions is present.ed hy the Ameiieaii kxidiaiiges in 
lS(iO-Gl. The I'nihsl States had expoited largely to 
luigland, ami at the same tinu', owing to tlu* jiroha- 
hility of the oiithreak of civil war, had I'cdueed their 
im])orts, till' coiisctpumee heing a halance in their 
hivoiir. d'lu* political eondit ions had prodiu e(l a desire 
tor iiioiK'}’ on the pait of dealeis, who wei’e willing to 
s(dl their hills at a si'enlicig rather tlian wail, for their 
maturing ami encashment m England, ami the ndiirii 
of the proceiMls in s])(‘eie llotli conditions wau i' (isseii- 
tial for the, juodmdion of thtj unusual lall Without 
the staU' of a])])rehcnsion, it would not, h;i\'e gone 
heyoiid sjiecie-point , wit hout tlu' faxamrahle halance, 
the buyers would have* hetm as numerous as tlu* 
sellers, or, to speak more accuratel}, the demand for 
bills would have sulhced to carry olf the sup])ly. 

(2) In another instance a similar depre.ssion of the 
exchanges is possible. In a mwv country, especially 
one which produces tlu^ ]u'ecious mct.ds, there may be 
some dilliculty in obtaining coined moiu'y, and there 
may he,, for a short period, an excess of im])ortations, 
and yet the hills in that country on others may fall 
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below spe(;ie-j)()mb tliougli in llio nonnul stiito they 
oui^lit to (‘,oiiiin:ni(f Ji {infra, p, !)b). The 

e\j)l;inali<)n is to be foniii! in lln* sean^ity ol‘ coin, wliic'h 
IS tlie niediuni iieiMh^l tor tbi‘ })iirjios(' of ('losiiii^ trans- 
:i(;tioiis. A usunlly coneniKMit taet is tluMl(‘pie(‘ial mn 
ill the v.iliie ()1 bullion. TIk' position of tin* Australian 
KAelKiue(\s 111 IcSb^-b.l isaea-se in i»oinl. Tlit* (bunand 
ot the iiiiiKU-s lor all the iiider kinds ot ^oods had 
stiiiiuhdisl iiupor!a,l ion, bid the natuial (‘H'eet of this 
leivr was iiioie than eoiiiiteiaeled by the want* of 
lui'taliie money, ihmi'rore bills Ibll not onlv bidow their 
par \'alu(^ but even far b(‘lo\v speeie-poiid. do any 
oim loolviii'^ at the nieie lae|,s ot tlu' e\ehan^es, it 
woiiM appeal' that i^old would move towards Australia 
- -and indeed in oim I'orni it did. It was impeial ivid}' 
iieees-’uii) to im[»ort eoliied ttold, tdioiinh at the same 
time miieli laiL^tU' ([uantities ot bullion wm'e (Ajxuted 
ddie i‘st iblishiiieiit of braiieh mints at Melbourne and 
Syihiey lemoved this anonialoiis , state, and elk'etually 
preveuLed its i ea])])eai iiii; at any future time' 

111 eonta‘a,st lai the, instanei's which we have just 
exaiiiiiieih nthm' eases may be round in wliieh the e.\- 
ehang«'s ris(‘ a, hove tlie speeie-poiid ddiou^h lh(‘y are 
redueibh' to one general head, it is easier to taeat them 
as e.oiisisLiiii:^ of two distinct (dasses : — ( 1 ) Where a 
sudden demand for gold for exportation occurs, or is 
expected to occur, in a country with an inconvertible 
pa])er-eurreiicy which is not depreciaXed. ddie juice 
of foreign bills may, under these circumstances, go fir 
above s|)ecie-])oiiit, since they give the jiowau' of 
obtaining legal tender abroad, and thus obviate the 

^ Touko-Newm;in;li, Ili.tlani of J*> irrs, vol. \ i. |> f)8C Koi .1 sotne- 
wliat suiiildi t'aso, 111 the e\ehaiige with China in 187»G, Ht-e i/mt p 686. 
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need of gold, which has Ik'coiiu^ — owing to the prob- 
ability of its btiing dcinanded for ex])ortation — a 
highly-valued (lomiiiodity. Tins sudden rise in tlie 
exchanges in 181 o, mentioned by Mill,’ is a good 
illustration of this set ol' c;is(!s, (li) 'I'lie position of 
inconvertible puper-currencies, which have Ix'en dcjire- 
ciated from excessive issue, or from discredit, is closely 
akin to the lirst and more limited casic Here the 
exchangi^s may ])ass, not only beyond spec,ie-{)uint, hut 
even many hundred per emit Ix^yond it. The easiest 
way of coiK'civiug the operation of a dejireciatial cur- 
rency is to regaril it as a new commodity, whose value 
in sjiecie ha,s to be estimated in order to liiid the ti'ue 
excliange ; or, to use the well-established ti'rms, the 
excdiange, measured in depreciated pa])er, is the nominal, 
that estimated in terms of bullion, the real exchange; 
and, therefore, the fluctuations of the nominal exchange 
have to be eliminated in order to inteipret the move- 
ments of the real oxchange. The best indication of 
the amount of depreciation is to be found in the price 
of bullion, whicli has become a commodity, and the 
limit to the rise in price of bills, measured in depreci- 
ated jiaper, is set by the premium on bullion. The 
purchaser has to consider wdiether it is cheaper to buy 
a bill or to buydmllion, and thus the prices of both 
these articles are connected. The movements of the 
exchanges may bii further retarded by legal restrictions 
on dealings in bullion ; but such measures, though 
harassing, and likely to cause some additional expense, 
are, in general, evaded. When a country having an 
inconvertible paper-currency has exhausted its stock of 
bullion, the commodity best suited for export xvill take 

^ rritieip!cs, iii. 20, § 3, note. 
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the place, of tlie Joniier, hut, of course, will he less 
easily used for the })iirpose, siue(‘ all otlu'r eouimodi- 
ties ar(‘ jiK»r(^ or less destituh' of the (piahties which 
have, made j^add and silvei', hut iiioie ('specially the 
loruK'i', the uioney-iiialerial par airllrncr. The dilli- 
('ulty ill seloctinj 4 aii actual instauce of this class of 
eases arises not from their scarcity, but from their 
ahuudaiic(‘. The (‘ourse <*f the American Iwhangcs 
hetwi'eii 1802 and J 878 is a leading and welldviiown 
example whie,h may he s])ecially mentione,d. At one 
time the ])remium on g(»ld reached 280 ; hut hullion 
always commamh'd a premium of greater or h'ss 
aanoiint.’ A still later example, and one still in exist- 
en(;e, is that of the exchange with Ihienos Ayres. 
Owing to the dejireciation of the Argentine curreiic) 
the rate of exchange is high and uncertain. 

Similar principles a]>ply to the exchanges hetwecn 
gold-using and silver-using countries. 7\s Vi.scount 
Ooschen has shown, “ the price (ft' silver in tlu^ former, 
or of gold in the lattei', will have to Ik' taken into 
ai'count; and it is hy the jirice of that metal which is 
merely a commodity that the limit of lluetuation is 
determined. As we have seen already (pp. 09, 00) 
this element is prominent in the case of Anglo-Indian 
trade, and it is highly desirable to see that the lluctiia- 
tions of the Eastern exchanges are explic-ahle on the 
same general grounds as those of countries with 
depi'cciated paper issues. 

Tlu' general principles of the exchanges liave now, 
it may he hoped, been sufliciently stated, and also the 

Sec A. S. Holies, Financial History of the. United States (1861- 
1885), ]). 301, note. * 

- Foirtgn Frehamjes, j)p. 76-81. Cp. Clare, ABC of the Foreign 
Exchanges, pp. 139-142. 
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limits within wliicli tlicy iiiovi', us^wiill as tlm various 
ox('(“))tioiial casus when*, in comsc(|uc!ic(‘ of a cliaii,L,m in 
tile. iiormaJ conditions, the, variiitioiis Ijccoim^ widm-, or, 
at Icnst, may do so. d’o complete, the examination 
of tliis snhjecr, it is ie(|uisile, to see the working of 
th(^ va.rious inllnmiciiii^ Idrees within the iismil limits. 
“ 'file, lliictuations which :ie,tually t.iki; jilai'e in the 
foreinn (wehaiiL^es,” s;»^s Vis('(uint ( iosclieii,’ “are at oiici' 
the m'e(‘ss,ir\ r(‘sn!t and tlu* <'(M(ain index of tlus in- 
(‘([ualitu's which ('Xist in I lie imh'litedness of dilfereiit 
countrii's — ine((ualities eilhei in the amount of tlieir 
liabilities, or in IJk' lime wilhin wliieh jtayiiKMit must 
he made, or in the riilatmu of the ciirH'iiey of one 
country to that of another." Takim; the iliffereiil 

(ureum'>tanc(‘s thim elea,rl) stated in their due onhw, 
we lind l,ha,t tin* (',ompa,ra,tiv(‘ amount of indehtedness 
is the ]»rimar\ cause of exchange vaiiations. If A 
owes mor(' to 11 th.in 11 owes to il, tin' exchanocs will, 
other things hmno espial, hi' fa\oniahlc to tlie lattei 
and unfavourahle to the foi mer. In dixiliiiL; with idl 
eoncriite insfances, this fac.t must never he lost sight, 
of, for a (‘om})lete interpretation, the other (dements 
of till' prohlmn have also to Jk' imduded. Tiim* 
operates in two ways— -1 st, hy remh'ring the rate of 
interixst in both c.oiinlru'S an important eh'ment in 
determining the ])rice of bills — the rate in the country 
wdiere hills aw. drawn, “ sinc(‘ it renders the selhu' 
more eager and tlie ])ur(dias{'r more reluctant”;" the 
rate in the country on which hills are drawn, since the 
hills are juirc, based to discharge debts in, or to procuii' 
gold from that country, and, in either case, the rate of 
interest there will affect their value; and 2nd, by 
^ Theory of Foreujn Ea fiange^, -1, 5. Gosclien, p. 53. 
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mfiKin^ llio ()J‘ credit a iiion* piDinimiiil coiiditioii, 
!Ls Lliei-(‘, is :i ^n'tsiter iunouiit of risk in tlic isisc of u 
tlirc(i-ni()iillis’ lull tliaii in lli.it nl' (hk' “at. siclit” The 
time, within whiidi the Iiahilitics on cacli side lia\c to 
be dis(‘liar^cd is, llicieroro, a maa'ssaiv idiaiu'iit in the 
dcti'rniiiiation of tla* (‘xa'liaii^cs. The ciirri'iicv of I lie 
count lies is, too, a factor m tin* Sidticnicnl, (»1 the 
teriiis, and, in tla* (msc* of incon\ ortildo jiapcr cmaila- 
tion, the most, polmit oik* In \\li('i(‘ the 

niom-taiy s\st<‘ni in both ('ountims is sound .iiid widl 
(‘Sl.ibli died, iboic IS no lluctii.itioii pioilucnl li\ il, 
Iboucb t.bc olfci't ol the otbm dist.urbiiic I'oi’cos is 
expressed m tciins of eiinmiey, so that, at first siubf, 
tlic wbob' pi'oblmn of' the c\ebanL;t‘s seems to In* ni(Uel_\ 
the, eompanson of the nion(‘\s ot ddfeieiit eoiiiitries 
The doeti me ol the e\e!iannes midiides s(inie aeimunt 
of wdiat, ba\(; keen called its “ (‘orrccti\ cs ” TIk' t'Oin 
implies a stati* of tilings wbicb nei'd.s I'oi lectmii, and 
therefoKs may b(‘ placed alono ^\ltb the (Apie'.sions 
“ favour, ible ” and “ uiifavoiirabbc'’ as b(‘iii<; due to the 
“ balance of tradi' ” doctrines of lb(^ seveiitceiil b and 
eiohietmlli ceiitiiibs. ('sino (,be woid as merely de- 
scriptive' of an actual ]nocess, we may sa\ that the 
modes of correct! ni( tin* excbaaines are : 1st, inereasi'd 
exportations; Ibid, diniinislied inij)orta.tions; drd, refoim 
of currency, if it be de[)reeiated ; dtb, an elevation in 
the ra,U', of interest. The operation of tlu' two tirst- 
nuMitioned methods is obvious, a,s tlu'y alter the balance 
of indebt cdni'ss, and thus correct an unfa,\ ourable ex- 
change in tlu! most direct way. Ciirri'iicy reform, 
when needed, raises the credit of tin* wdioh' country, 
so ,as to improve its trade jtosilion. The last-mentioimHl 
method is the cour.se usually jiursued in England. The 
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raising of the rate of discount lias i)cen now for many 
years tlie recognised way of cliecking a drain of gold. 
Its operation slioidd, therefore, be carefully noted. It 
])r(jduces the d(‘,sir<;d effect, first, by making it more 
])rolitabl(‘ to invest money in tlu‘ e(jmilrv thus acting ; 
the bigber tb(i rate of inteic'^f., the less will be gained 
by sending long bills for tin* pur])Ose of gidting them 
discounted, there will thus be, an indueeiVieiit to let 
them await maturity ; then the price of securities 
tends to fall as interest rises, and si'ciirities in the sup- 
])Osed country iMHajine a sjieeially valuable investment. 
Sei^ondly, tradii in general is checked by the higlier 
1 ‘ates, and prices ol' commodities are lowered — a change 
which a.cts diri'ctly on tin; amount of im])orts and 
e.xi)orts, lowiTing the former and increasing the latter; 
and thus, in fine, the raising of tin; rate of interi'st 
increases ordinary exports, and makes securities and 
bills more likely to be used as immaterial exports. 
Experience am])ly Vonlirins the conclusion derived 
from abstract reasoning. To take a good instance, 
the drain of gold to the United States in 1861 was 
cliecked by tbe elevation of the Englisli rate to 8 per 
cent.^ To avoid misapprehension, it sliould be said 
that there is nothing artificial in the operation of this 
agency. The Hank of England, as a large holder of 
loanable capital, raises its rate of discount in order to 
keep its reserve unreduced. Other liolders of capital 
follow this example, and thus a gcmu-al elevation of 
interest for short loans takes place — a change which 
is favoured by the position of trade ; for otherwise 
the Bank of England’s movement would not be followed 
by the other holders of capital, who would undersell 
^ See Lavoleye, Lc Marche Moaitaire, pji. 179, 180. 
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it in the t(;nns of ioans, and draw away its cnstoiiiorsd 
This course, therefore, is suggested, and oven necessi- 
tated, by tli(! dictates of self-interest, and its opei'a- 
tion lias hi'cn most advanlageous in pi ('venting undue 
Huctuatious in tlu' e\(‘hang('s and Imavy drains of gold. 

A])art, howe\er, from all conscious eorrei'tives of 
‘the couise of exchange, tlu're is, in the conditions of 
the pln'iiomeua •themselves, a force which tends to 
presi'rve eipiililirium, and which has been hrielly for- 
mulated in the ])ro})osition that “the exchanges have 
a tendency to K'turn to pwr.” In proof of this state- 
ment, let us, as so often before, take two nations, A 
and r>, tlie former of which has a faxmurahle balance 
as against the latter, and, as a necessary coi’ollary, tin* 
latter of which lias an unfavourable balance; then 1)ills 
in A on 11 will he' at a, discamnt, and hills in 11 on 
A will he at a, premium, since in A the sipiply would 
ex(;eed tlu' demand, whih^ in lithe demand would exceed 
the sujiply, that is, assuming tlie'jirice to he, par in 
each case. Should, howevei’, this state be dm* to any 
transitory caus(', it is likely to he correct(‘d without 
the passage of Imllion, since the discount on bills in A 
will induce the ])rolit of (‘xporters, who will lose by 
the low price (T their bills, and may iind it expedient 
to curtail their transactions At the same time, ex- 
])orters in 11 will gain the premium on their bills, in 
addition to their ordimiry jirotit, and may thus he h'd 
to increase the amount of exjiorts. This force a,c.ts on 
both sides of the balama*, and is, in almost all cases, 
operative to some extent, Jt can, however, only affeed 
slight huctuatious, as the heavier balances would, in 
all likelihood, need a readjustment of prices, for winch 
1 Cp. p. 64, note. 
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tli(i actiuil })assaLi,c of l)ullioii ia essential; and further, 
tile e.\t(ait to wliieh tlie iuflueiiee of tli(‘ L;aiii just 
(lesei'ilxMl is (‘Ifei’Li V(*, imitralises that L;ain, siiu'e. if the 
e\elauiL;e is eoneeted ])y if, tlie j^aiu itself disap])ears. 

Ill ))iaetic(‘, (Weliaii^e opi'i'al ions are not (‘oidiiied 
to d(‘alinps hidweon two (*onnti4('s There is a elose 
roiiiK'ction between all (he L;reat eoinnu'ieial centres, 
which ])i-evnits an extieine deviation in the terms of 
any ]»ai (imdar (‘xchan^e. One foini of this conneedion 
IS so important that it may best he takem to illustrate 
the pmim'al fact. In three tiadini; eouiitries. A, 11, 
-ind (', A may have an excess of exports- — omittiiiL*, 
for simpheity, llni other lorms of doht — to 11; 11, in 
like manner, may havi' an excess of cxpoits to (\who, 
ill turn, inav have an i^xcoss of (‘xports to A. Here 
A can dischare,o its debt to (' by means of the sur)>lus 
hills on 11 which it jKiss(vsses, and 11 can make a like 
use of its sui plus (»f hills on (A so (ha, I tlu' transactions 
may possihlv he all Alischari;e(l withoid. the use of‘ 
hiillioii. The ca.s(', jnst. d(‘scril>ed IS know n as “ trian- 
;4ular trade. '1 he mo^l lamdiar instama* is tlu' tia,de 
India and China, {/>) tlu* Unit(‘d States, and {<■) 
Kurland, winch ('xactly dlu,stra,tcs om su]>posi‘d east' 
ol A, 11, and C. Mastcin countries have' an exci'ss of 
exports to tlu; Unili'd Stat.es, and t.lnw acain havi' a 
surplus ol expoits to lMiL;land, the lat(,(‘r payiu” her 
debts to America by her expoits to (Jie Hast; or, to 
speak more accurately, .\mcrica pays Iku- debts to 
the Ixast by hills diawn on London. In i^eneral, a 
debt diUi anywheix! will he ])aid by bills drawn on 
aiuRlier ]>lac(‘, if a piotit can bt; made by so doin^^ ; 
and^' in IbreiLtn bill dealine-s, the inlluencc of self- 
interest is probably stronuer and keener than in 
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any otlior form ol^ oconomic ac.livity. The teclinical 
It'nii hn' ihc nu'tliod of tliiis (T'aniii; hills is “arhitia- 
fioii of ('\('hani;e” — a ])i'o('o^s which is ahmidaiilly 
ilhislratcMl in Ihc U'chnical tnailiscs on th(‘ suhjccl.' 

aAForii iiiipoiiant than ihc* <'oni])licalcd ladcs for 
workini; (he (‘xchanpes, is the ,^('n(‘i'al ]ti inci])l(' (hat 
a. nation’s [)osition is not dctci mined hy i(s trade with 
any oik* oilier nation, hut hy the snin of its relations 
with oth(‘i eonntii(‘s. The (‘'-lahlisliiiK'nl of 1 he eipiai ion 
of indel)teduess is llu* nllimate condition- a lesult 
which may, on its exchanyi* side, he slated as follows; 
— Tin* stable, position - assuming nioiie) to he I'on- 
staiit in ([iianlity and imh'siructihle - is t.hal in wlm h 
the real e\('hane-es are at jxir, or, allowin- foi- the 
actual modi* in whicii money is supplied, a slightly 
l’a\ouiahle e\eham;e for a non-'^<»ld-]ii oiliK'iiio countrv, 
and an iinfaA'oui’ahle (‘xchanc;!* for l.hose countries 
which produce and expoit the pK'cioiis metals T(» 
i:i\'e an actual iiistaiUM*, the e\chan;j,e with Melhouine 
is nc'iieially fa\ourahle to Mn^land. Hills in AI(‘lhoiune 
on Ixiii^hind are usually at a pK'iiiiiim (Hill'd), which 
is eipiivaleait to .saving that the cost of sending .sy/cc/c 
from Aielhoiirne to Loiidoins about d percent. Tiumeh 
exehanee opi'rations, in yeiieial, an* coniu'cted, so that 
wide deviat ions are clit'ck'ed, yet it is (piite ]io>sil)l(; for a 
eounlry to have a peimaneiitly fa,\ourahle ex( liaiiye with 
some mil, ions, and an unla\ourahle one with otheis. Such 
a state of tilings indicates that tin* country in (pu'stion 

*■ 'rin' (Icl.IlK o( CM ll IlM^C U|U Ml Kilt-, ,lO' l;IMI1 111 .Sl'vl I'llUlOll 
itml Fonutn L'n /nnu/i .ilid T-Uc’s ('iiiiihtft (eiKlid l 'J’lic iii,iii\ 
(di.uiM's III ciincii' y sy^'tciiis dill tlic tisl IuimI\ Ioc m.im li.ixc 
iiiiicli rcdiK'oi llio value, of (lie loimir umk Mi. (‘liie- .ilie.-idy- 
mentiiiiK'd wmk, Thr of (hr Fnirtiiii Kvlidmir'i is iim\ liy lai 

the lirsL liook lor the ceoiioniK- -tudeiU 
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is ati intermediary in distributing bullion from the mines 
to the various otluir countries of tlui world.* 

l.ooking ba(;k on the theory of international ex- 
change, we see that, no inatUir in what way it is 
contemplated, a condition of e(|nilihrium is the state 
towards which it tends. In Chapter fl., under a 
system of ])ure barter, we found that the (equation of 
reci])roeal demand was the normal condition, broiiglit 
about through the action of human desires on each 
side, fly introducing the additional element of money 
(Clmpter III.), we saw that tlie distribution of the 
precaous metals was jdways approximating to that 
position which would make the trade similar to one 
of barter — a result acconi])lished by the dilliculty of 
moving bullion and the cons(;(|uences of’ its trans- 
mission. Though we had to further amend our 
views by the recognition of other ridations tlian 
those arising from imports and exports, w(i have yet 
estahlisluHl in the present chaph'r that the (Mjuation 
of indehledmiss is the position towards whiith inter- 
national trade tends, when worked as it actually is, 
by credit instruments. We may, then, conclude that 
the exposition of the theory is well founded, since, 
from such different points of view, it gives precisely 
similar results, and wo can feel the greater conlidence 
in rejecting any doctrines which are inconsistent with 
it, as well as in advocating any practical measures 
which are its logical outcome. 

1 “Spain, for example, \\ lio is the .i^rcat iiiipoiter of Imllioti from 
Ameru-a, can never have an unfavourable oxch.inge \Mlh her colonies ; 
and, as she must distribute the bullion slie teceivos amongst the 
different nations of the world, she can seldom have a favourable 
exchange with the countries with whom shetiadcs.” — Ricardo, Jlr.phj 
to Bosanquet ( Works, p. 313). 



(MIAPTKK VI 

TIIK IM’LCKXCK OK KOKEKIN TI!AI»I'; ON TIFK INTKHNAI, 
DISTIOIU'TJON OK \VK\i;rii • 

Tiik (illW't of t!i(* ojHjiiiiin of l(.)i(.M^qi Lnui(‘ on iJn* 
(M'oiioiiiK' coiKlilion of a (‘oiinlry OMniiros a closci’ 
(‘xaiuiiialion than it has yet Oioeived. 'riic t^eneral 
lesiih- h<is heeii already stated, so far as prodiiet ion is 
('oiieiM'iied. The widening of the eireh^ of <‘\(diantf(‘s 
allows a- ^r('ater amount ol‘ utility to lie ol)taini'd hy ii. 
;^ivoii ('(fort, and, as the utility in (juestion is |)urehas<‘,d, 
it is e([iiivalent to an inerease of wealth. The a,^^<^i‘e^ate 
prodiietion of a eoiniiiiinity is extended, a,nd thus the 
aim of (‘(smoinie effort is obtained in a hotter manner 
than it would lie without the new inllumiee of inter- 
national tratle. It is possible, however, that ohjeetions 
may lie raised to regarding this result as the only one 
for eonsideration. Allowing that production has been 
augmented, the etfeet on distribution, and the changes 
which foreign trade will introduee in that side of 
economic life, remain to he estimated. 

To discuss this cpiestion properly, it is essential 
to indicate brietly the ordinary theory of distrihution 
as stated hy h’icardo and his successors. Its main 
outlines are as follows : — All wealth is distrihutwl 
amongst the owners of the three productive agents 
97 II 
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— Land, Labour, and Capital — and the conditions 
governing the division of the produce are, under a 
system of free competition, definite and similar to 
natural laws. The owners of hmd obtain an amount 
determined by the position of tlie “ margin of cultiva- 
tion,” if. by the return in produce to tlie marginal or 
least productive unit of labour and capital ; tlie culti- 
vators of tlie more productive units being compelled, 
through c-ompetition, to give uj) tiudr (‘xtni gain in tlie 
form of rent to the ownm-s. Tlu; comjiarative unpro- 
ductiveness of any unit of labour and ca[)ital may be 
the consequence of (u) inferior fertility, (/>) worse 
situation, or (c) application in unfavourable circum- 
stances, owing to the higher n^turns having been 
obtained by ])revious units similarly employed. The 
margin of cultivation is determined by the demand for 
agricultural products — maiidy food — and thus de])ends 
on the amount of population. The rate of wages is 
fixed by the amount necessary for the labourer's sub- 
sistence ; and the rate of profit — the remaining portion 
of the produce — can lx* computed from the rate of 
wages, combined with the ridurii to a unit employed 
at the margin ; or, more simply, by ascertaining the 
mass of ])rotit, which is simply the renuiinder after 
wages and rent are deducted, and then, from the 
amount of capital, computing the percentage of gain. 

Into the various difficulties raised by this theory, 
when thus stated in abstract form, it is not necessary 
to enter. But it cannot be denied that, as a first 
approximation towards a scientific account of the 
partition of wealth, and as clearing tlie mind pre- 
paratory to further in(|uiry into the facts of dis- 
tribution, its value has been great. Tn any modern 



VI INFLUENCE OF FOREIGN TRADE 99 

society the ri^sult of s^)cjal growth lias been to establisli 
a set of (‘.oiiiplicated relations whicli do not conform 
to tlie .simplicity of the llicardian analysis. Tn.stead 
of a single and uniform rate of wages, measured by 
the labourer’s ne.eessaiy rwinirmnents, we have various 
social groiijis, most of them paid at a much higher 
rate than any minimum of suhsisUmee, no matter 
how libiirally interpretetl Tlu' uniform rate of ])rofit 
is replaced by widely divergiait gains, obtuimal in 
thousands of \arying industries, whose conditions are 
most im])crfectly known. The amount ol’ rent is 
affected by the operation of various ilisturbing forces, 
and is, in many ca.ses, mixed u}) witli profit. Ahovi^ 
all, tluue are large cla.sses of the community who are 
in th(i recei})t of fixed iiujomes derived from different 
sources, and whose ])0.sition has to be carefully con- 
sidered before attempting to estimate at least the 
})roximat(‘ influence of (dianges in the conditions of 
production, and their (dfei't on ilislinbution. 

Till' ri'siilt of foreign tradi' may, howi'vcr, be treated 
in a more geni'ral way than would be allowabh', were 
our object to develo]) a tluiory of distribution which 
would adequately explain the actual facts to be found 
in modea’ii societies.^ First, it is evident that imjiorted 
commodities are obtained at a, cheaper rate by means 
of foreign trade — ie. if by chea])er be sim]dy meant 


^ Sen Lerny-ltcaulicii, Kasd/. sio’ ht t/rs for aa 

iiilrrostiiif^ ti(‘atineiit of tills nmn; general jirohlciii. Tim f^o'iioi.T.1 
tlinoiy of (Ii.stnbutioa lias boi'ii \('iy I’lilly di.scussod in tlio .standaid 
treatises of ITofessors Mansliall and Nicliolson, but unfortunately tlie 
former Avnter li.i^ not .is yet reached tin: subject of international trade ; 
and Frofe.ssor Nicholson’s treatment, while largely in accordance witfj, 
that in the text, i.s aliccted by hts use of jjnccs throughout. See 
Appendix C. 
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at loss sncrifice — and thus the consuiiuu’s ot such 
coniiiiodities are benefited. To .L;iv(i a more detiniU; 
result, we have to take into account tlie naturii of tlie 
(a)mmo(]iti(‘K imported, and tlie jier.soiis who consume 
tliem. If costly luxuries, they becoiiu! accessible to a 
wider class, or hiave a, marniii to the former coiisumers 
for further outlay; if articles of oencual consumption, 
tlu'. bemdit is dilfused among the society, and affects 
all class(‘s. The, importation of food has specially 
important effects. Assuming for a moment the older 
doctrine of wages as being naturally at tln^ minimum, 
it would raiso the raU^ ol jirotit, and thus help to 
im-reasi*. tlu' a<‘cunudation of caidtai, while it would 
be (piite consistt'ut with h’iiairdo’s e\pr(>ss stabmient 
to Udieve that it would tem}K)rarily, and even pinhaps 
permanently, im]>rov(‘ tin; condition of the labonrersd 
'riu! mod(>rn develo]>ments of the, economic theory 
of distribution enabh'. us to attribut.e a still more 
advantageous n'sidtt to foreign trade. Llit^ I'cadjust- 
meiits of industry, which are its most likely con- 
s(apnmce, permit of greater eliiciency in ])roduction, 
and theiefore under a state of freedom will assign to 
the labourer a greater amount of real w.ages, what- 
ever be his comparative gains when measured against 
those of other classes. Another consequence, which 
necessarily follows from the importation of lood and 
other products of extractive industry, should be 
])articnlarly noticed. Ihc gloomy view of the future 

1 “It IS not to tx- uiulorstood tli.it tho natural ])tic(' of labour, 
ostiiuatcd even in food and necessaries, is absolutely fixed and eoii- 
pstant. It varies at dilferent times in the same country, and veiy 
materially dilfers in different countries. It essentially dejicnds on the 
habits and customs of the people.” — Ricardo, JPurks, p. 52. 
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of society, wliicli is so stronj^ly sugjijested by Uirardo’s 
specidatioiis, arises in tlie main from tla; eeiiaiiity of 
the aiigiiientatioii of “ uneariu'd weallli ” in Uie shape 
ol' rent, which is there set fortli ; and tliom;)) .Mill 
a,nd (Jaimes lioped to modify this teiideney by tlu' 
aidiou of society, and by tlie ])rudenc(! of individuals, 
it is clear that they ladd similar views. 'I'lie latter 
went even (iiith(*r, and declared (hat the ttMidency 
had actually beiMi efhHdiial. " Tlu; larp,(' addition to 
the wealth of the country,” he tells us, writint^ ni 
1(S7-), “has none neither to profits nor t(» waj^i's, nor 
yet to the public at laru(\ but to swc;!! a fund ever 
^rowin^, (ivcn while its ])rojU‘ietors shsep --th(‘ ixmt- 
roll of (he owiieis of the soil.”’ Tlu*. im))ortation of 
raw materials — iisiiii; that term in its ju’oper sense — 
tends to alter this state. ln(‘re<i.sed fo(»(l-sup[»I]es 
keep the niai;L;in of cultivation higher than it would 
otherwise Ixe The chea,]ieuinp; ol’ otlKU* products of 
extractive industry reduces the .^aivs of the owners of 
mines and fonxsts, so that the i;en(;ral tendency of 
foreign trade in such articles is to lowin' rent at (lie 
same time increasiiie,' the sum of utility- -and thus to 
improve (he distribution as well as the piodiiction of 
wealth." 

' Lt'iKhny I'l uu'ij/Jes, |). C]i. .1. S Mill: “Tin' l'(•(m(•lllu•a! 

jtrogres.s ol',i .vociely constilutr'il oriaiulloids, (MpUalisls, .iiid laUmiiers, 
tends to the pi'ogres.sive eiii iclimeiit <»(' the Kindloid class ; while (he 
co.st of the lahouiers’ suh.sistenec tends, on (he whole, to ineiea.se, and 
piofits to [aW." —I’ riiifiph s, i\. a, f). 

" It is therefoie hy a tine iiistinet that the owneis of land in all 
old and long-settled eoiiiiliii's ha\e been advoiate.sol proleetion The 
removal of re.sti n tioiis lends to lowei tlie amount, oi at all ei ents the 
relative shaie, ol iimMi iied wealth, and may stop its heingan uneained 
“increment.” In new eonntiies, wheie the condition.s aie dillerenf, 
landowners aie generally inclined lowaids lieedom ol e.veliangi*. 
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A very effective illustration of tliis operation of 
foreign trade is supplied ))y the readjustments in dis- 
tribution that have been tlu* outcome ol modern im- 
[)rovements in trans])ort. During tlu' last twenty-fiv(‘ 
years, rent in old countries has been IVdliiig, and at 
the same time the ])ricii of food lias been reduced. 
Money wages have liardly alU'nid, and thus the 
labourers havt^ gained, in jiiirt at h'ast, at llu'. (‘Xjiense 
of the landlords, England unde,r its free trad(' nyimc 
shows the (diange most distinctly, but continental 
countries, though their })rotectionist ])olicy helps Is. 
disguise it, are a fleeted in the same way. 

The case of nuinufactured ])roducts is soinewliat 
different; the lu'eds which they sup])ly are not on 
the whole so pressing ; and thm’idore it might seem 
as if a reduction in theii' value was not so urgently 
to be desired. Stdl, outlay on the ])roducts of 
elaborative industiE's forms a, large jiart of exjienditure, 
and a reduction in, their cost leaves room for greati'r 
outlay on food, if nion; of it be needed, or lor the 
sujiply of otlu;r wants hitlu'rto nnsatislied. If we 
bear in mind the provmi c.onnection between imports 
and ex])orts, it is not dillicult to see that any alterations 
and reductions in particular industries art‘ necessarily 
accompanied hy development and extension ol others^ 
which, from the very conditions of tlie case, are more 
efficient producers of wealth. The possible evils in- 
flicted by foreign trade on special groujis of workers 
are strictly analogous to the effects of industrial im- 
provement in general, and must be so classed for the 
purpose of scientific discussion. And as tliere can be 
no hesitation in pronouncing a favourable judgment, 
in spite of all drawbacks, in the case of the latter, a 
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like result may claimed for tlie former. Tlujre are, 
however, some speAal cases wliich will repay ex- 
amination, since tliey throw light on the a}>plication of 
economic princi[)les to tlu‘ iiiterjiretation of concrete 
instances. 

In considering the tlieory of international vidues, 
we found thnt in gmim’al tlie cdfi'ct nf fori'ign tradi' 
was to alter the. distrihutioii of producti\e [)ow<;r 
among tlu; various national industries, and thus to 
allow of a hu'ger amount of jiroductioii being carried 
on ; but we also na'.ognised the (ixia^ptional case, wliere 
domestic trade itself consisted in the dealings of non- 
competing groups, wliose exchanges, owing to the 
absence of free eompetition, were regulated by re- 
ciprocal demand; and Inire wi* saw that it was possible 
that no readjustment of industry would take jilace, 
that thei’e would tliereforc be no increased wealth to 
divide, and consequently that the gains of one group 
would be balanced by the losses of another (pj). d2, .‘IM). 
Such would be a likely result in a community where 
industrial cask's were fully organised ; and here it is 
plain that prices might simply be lowered in the case 
of imported articles to the loss of their ])roducers, and 
for tin' benelit of their consumers. In treating of the 
theory of value, we were further led to conclude that 
there was a real gain to the whole body of non- 
competing groups comprised in the nation — a gain, 
that is, not in production, but in distribution, since 
the undue charges of the producers of articles capable 
of im[)ortatioii have been reduced, and a better dis- 
tributiini of wealth to that extent, at least, obtained ; 
and, therefore, in this ease, too, the advantage ol‘ foi e^gn 
trade exists ; though the members of the groups who 
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previously were enabled to earn a monopoly reward 
will not readily accept the doctrin^. For tlie purpose 
of theory, this case has be('n put in its strono^est form ; 
yet, for })ra(5tical application, it is important to re- 
member that so rigid a division of industrial groups 
will almost certainly be accompanied by IIkj phimomenoii 
of customary places, and that foiaugn trade will affect 
the nation by causing the export of those; articles 
whose price allows of it, while; the ordinary ageuit for 
restoring eepiilibrium — the elevation e)f prices — is 
wholly (.)!’ partially absent. The.; le)ss tee a nation so 
organised is evieh^nt; but it consists ra-tlier in the low 
terms obtaineel for its ex])orts than in any “ inundation ” 
of foreign goeiels, or l>re‘iik-up of some e>f its inelustrial 
groups. The exxistence of highly s})e;cia,lised castes in 
a society formeel on the competitive ty})e is liarelly to 
be looked for; anel, if it were, would inelicatc a state 
of seicial relatieins whiedi weeuhl reapiire e;ach group to 
have the right eif supplying its wants on the; cheapest 
terms, inste.'ad e)f being e;ompedled tee ])ay what would 
be in essence a tribute to a body with which it hael 
nothing in coninmn except resieleime in the; same; 
territeuy. 

The law of eliminishing return has b(H;n justly 
reigareh'd by Fnglish e;ceuiomists ^ as a preeposition e)f 
weighty import, anel with gooel mason, sinea', wena; this 
law non-existent, the* main fe'atures of the tlu;e)ry e)f 

' Auil, iiidcfil, l)y all .sound kmsoikmn. e’|».- ‘‘'I'li,. of jiopula- 
tioii, therefuic, i-uniljiiicd with the law o| (lu- dimiiiishiiig ictmii, 
coiistitutfs the gl-i-at iiiidtudyiii^f rondiliou of sofici). . . . Let him, 
therefore, who desires to study social |iheuomeiia, Inst learn the 
traiiscendciit iinporlanee lor the wliole social organisation, industrial, 
political, and civil, ol tin' latio ol pojuilation ol land ’ — W. G. .Sumner, 
pp. 815, 84. 
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(liHtributioii would be (iiiile dibereiit from wliut they 
are. It is tbereibfe to be expeeted that the extent to 
whieh it opera U's will I'equin' investinatioii in tn'atiiiti; 
ol' rorei;^!! tr;id('. It has been already notieed (p]). ‘!0, 
.‘>1 ) tliat the law of diimnislmit^’ I’eturn Umds to lestriet 
the spliei’e of international trade. Wliat liiis now to be 
considen;d is tlu^ reaction of Ibreiitn trad(‘ (Ui an in- 
dustry subject to that law. The ellect of increased 
demand will naturally be to lowm- the margin of 
cukivMtion, to increase the cost of production, aiyl to 
penult of (he obtainiiyL; a larui'r amount of rent on 
the liioceeds of the particular industry; in hud, the 
results are precisely tlu* revei'se of those to lie expiadial 
wlieie a country imports raw materials (p. 101). 
The ino.'.t iiu[iortant instance of this kind will be 
found ill till' case of a food-e\portint; country. The 
elfetd. of foreign trade is to brinij; woise soils into 
cultivation, and to raise the value of food, thus jier- 
niittini»- of ail inereasi* in tlu' amount of a;.^ricultural 
rent. In this instance, the labourers, and ])ossibly the 
capitalists, may suiter while the landlords ,^ain.' 

In practice, however, the ellect on the margin of 
culti\ation will be modified by the fact- that the 
iiii])ort.s will be obtaiiual, in general, at a cheaper rale 

^ Till' I'c'iult') .st.iti'il in this . 111(1 llic succeeding |Mr.ij^o.‘i|ili li,i\c 
liuen indcjicndciitly I c.iclied liy Tiol'cssoi Loria (iViU/.s/Kvi/ Jounuil, 
M)l. L ji[i KJS-120). In a developed and c.x.iggcr.itcd lonn they aio 
tile b.isis ol' tile in; 4 enioii^ .irciiiiient loi piolcclion cuiil. lined in 
i’rote>soi I'.itteii’s luuiiiiiniic liasis nj J’roircf ton, eliaji v. Aee.oiding 
Id liiiii, “ 'I’lie ixiliey ol liee trade has the .same ellect (»ii a new, jiio- 
gressne ii.itioii, Idvc Amenea, that would le.sult lioiii a huge ineie.i.se 
ol it-, own iioimlation. . . . Tlieie will lesiilt a louei margin of 
oultn atioii and higher leiits ’ {IJcoiiotiiir Jiifiis, \)\>. 17, IS). 8ee also 
K.ibbeiio, r/oti'Z'ioiiismo Aiiici irano, ]>. .bOa, and the discus.siim ot 
.Sidgwick ,s and I’lolessoi Edgeworth’s view.s in Appendi.v C. 



106 


THEORY OF INTBRNATIONAL TRADE 


CHAP. 


— imports which, being iminufactured products (since 
the country whose case wc are considering is an agri- 
cultural one), will he subject to the law of increasing 
retuin, and thus be steadily falling in value. The 
gain from this sourci;, even to those producers whose 
industry is (anploycal on less productive soil, will 
alford some recompense for their lo.ss through the 
enhanced (aist of food. If rent be supposed to be 
distributed somewhat eveidy among the po])ulation, 
the advantages will h»‘ still more evident, since, in 
addition to the cheapiu'ss of imports, the gain by 
increased rent will jiartially balance the rise in the 
value of food, and on tlu^ whole account there will be 
a gain. In the theory of the suhjecT it is necessary 
to recognise the po.ssible injury which may lie inilicted 
on the labourers of a community — an evil in some 
degree resembling that resulting from a ra])id increase 
of population , and where a shar]) line of demarcation 
has been established between the rent-receiving and 
rent-paying classes, it is possible that the coidlict of 
interest will become very .severe. Thus Irish labourers 
might be injured l)y a large demand for food from 
England, even though, to some extent, tlie cheapness 
of imported goods would counteract the elh'.ct of dear 
food. A similar re.sult, it should be. added, is not to 
be expected in the United States or in the English 
Colonies, since there property in land is widely dis- 
tributed, and circulates freely among the different 
classes of society.^ 


* Mr. Deva.s legard.s the statement in the text as “a plea tliat 
avails just as mucli for agricultural protection as for free trade. . . . 
This vould have been a defence for the English Corn Laws had England, 
like France, been a country of small proprietors” {Political Economy^ 
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Dll the vvliole, tlie result of the preceding jiarugraphs 
can he concisely* ex})ressed by saying, that there is 
always a gain by the <)]H'iiing of international (‘xchaiige, 
though it may sonnitiuH's only consist in the abolition 
of a monopoly ; that this gain, wlnui it (‘auses an 
increase of total utility, may eithm* accrue to tln^ 
community at large, or be ajijirojiriated in part by 
the owners of natuial agents; and finally, that, in a ^ 
soundly - organised community, it is almost certain 
that, tlirough the ordinary action of ])urchase and 
inheritance, llu' increased amount of rimt will be 
divided among a large ])art of the ])opulation, and 
therefore that oven (ui the side of distribution there 
will be 110 ultimate loss to any section of the nation. 

Throughout the jincseut cha])ter, tin* gains or the 
com-eivable cases of loss which might arisi*, have 
always been measured in terms of wealth, or latlier ol 
utility, and no reference has been made to jirices. 
We have seen, however, that in all probability tlu^ 
scale of ])rices, under a system of international trade, 
will be different from that whi(.-h would exist were 
trade merely domestic. It is therefore po.ssible that 
in a given country, wages, profits, and rents, measured 
in money, may be all lower or higher than they would 
be without any foreign trade — a circumstance which 

[». S08). Hi’, however, overlooks an important ililleimiee hetween 
the two cases, Umier Ireo tiade tliere is a gam hy tin- importation 
of manufactures on cliea])er teims, whieli is absent when protection 
intensilies tlie condition of diminishing returns. The amount lelurncd 
in higher rent is only a part ol' the total extra eost Thus the plea 
is not a “defenee,” but rather an extenuation or mitigation of the 
offence. But it is better not to otfend at all. For lids etlect of the 
Corn Laws cp. infra, pj». 186-1^7, and tor a eareliil .study ot their 
influence on agriculture see 11. Levy, J)ie Not drs nuflisrhev Land- 
xoirts. 
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has led to iimcli confusion as to the rc'al forces and 
conditions governing* international exchange'. For tlie 
pui‘[)ose of an abstract tlicory of disti’ibution, it may 
not h(i nec(‘ssary to i-cgard closely the transitory 
conditions of a ])criod of change , hnt in seeking to 
estimate the effect of eliang(is, wlum lirst introduei'd, 
vve cannot ignorci the lact, that in (nany civilised 
, society there are to he found large classes whose 
incomes are lixed, and will nmiaiii so for a eonsiderahle 
time, , as also large numh('rs (d‘ dehtors whose; ohliga- 
tions are dedined in money The changes in price 
rendered necessary hy the m^w e.onditions of foreign 
trade will thtuvlon; jilfeet them just as would any 
other (‘hange in the value of moiu'j, so that the results 
already established for that geneial case may he 
applieel here.' Thesi', in their broadest form, are as 
follows: — The industrial classes, on the whole, gain hy 
increased prices, since they a.re rather (hihtors than 
creditors. Kmployers gain, at liist., more* than lahouri'rs, 
since prices rise more speedily than wages. Persons 
receiving customary remuneration suller at lir.st; hut 
they often sueeeiMl in changing the eustoiiiary rate of 
pay. i\Iortgag('('s, annuitants, and fund-holders sutler 
without any eorrespomling ailvanlage ; and, in giuieial, 
the hxss industrial any .social group is, the iiioiv likely 
it is to he injured hy inereas(‘d ])ri(*es. A fall in 
prices has directly opposite elfeeXs, which need not he 
furtluir d(;tailed. The fact of a ii.se or fall of })rices, 
due to foreign trade, is not, however, easily a.scertained, 
and, moreover, the changes in real, as distinguislu'd 

^ See Jevon.s, J Srrion'i Fall ta flic. Value uf (lohl, chap iv. 
(rcprinlttd ni his Inrcstiyations, j»p 77-92) ; Cainies, Fssajfs, {tp. 146- 
158 , J. S. Nicliolson, Aloncii, pp. 250-255, 268-265. 
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from money, valm;, are so intei woven with it, that it 
is beyond ttie power of abstract reasonin^^ to ^ive 

anything but the most general results. It is c.ertain 
that high money returns to industry are due to two 
sets of conditions:- — (1) ThosiMbdermining industrial 
elbcioiicy , and (2) those regulaling th(‘ cost ol' niont'y : 
the latter liavti Ixam already stated ([)p. bt), 70); the 
formci' ar(‘ to be found in every eeonomie text-book.^ 
Mnally, the inllmmee of iiitm’national tiade on the 
industrial system of a country may be noticed, ‘Here 
W(i tind that it tends uniformly to bicak down cus- 
toniiii'y conditions, and to (uicourage the cxUuision of 
eonqidition. W(‘ bavt> abundant evidence of this in 
t he course of economic bistoi'y, AV bat ever olbm’ et't'ecis 
may bii altribut(!d to international exchange, it cannot 
b(‘ doubli'd that it wi'akmis llu' lestraints of status, and 
leaids men t(t ado]»t. in tlidr dealings the more devidojied, 
and tlnu’efore, in a scientilic ]»oiiit of vimv, higher 
system of ('ompetition. 


' Sec, c.'i., J. S. iMill, rrinci/)/t:s, IhioIc i. \ii iiiid viii. 



TAXATION FOrx UKVKNUE JN ITS EFFECTS ON I'OHEIGN 
T1!AI)E 


When uC the various (.*oiiclitioiis al'lectiiig inter- 

national values, we found it neeessaiy to consider the 
results which followed troiu inipedinienls to ('.xchange, 
without niahinif any distiiu'.tion as to their origin ; and 
sucli a metliod of ])rocedur(^ was evidently legitimate, 
since the (dfecl. on valiu' was lu’oduced by the mere 
existence of the im])ediment, not at all by its s])ecial 
featuiHis. There is, hv)W(wer, one kind of hindrance 
which, on account of its practical im])ortance, needs 
a se])arate investigation, viz. that caused by duties 
levied on imports ami ex])ort8. Tor the ju'csent we will 
only inquire into the operation of revenue duties as 
distinguished irom those which seek to “ protect native 
industry. The aim of the persons imposing the former 

is or ought to be — to obtain a maximum return, and 

therefore the greatiu*, rni.n'is imrilms, the amount ot 
goods i)assed from country to country, the greater 
will be their satisfaction. “ Protective ” duties, on 
the other hand, are only completely successful when 
all foreign goods are excluded, and therefore attain 
their end most effectually when they bring in no 
revenue whatsoever. We are, however, here dealing 
110 
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with facts, not with desires or intentions, and conse- 
quently, when a duty, ostensibly levied for protection, 
does lirin^' in sonic return, we sliall regard it as hcinq, 
to tlial extent, a revenue duty. Tliere is, of emirse, no 
jirotection where an eipiivalent tax is ini]iosed on tlu* 
home product, even thou^li no revenue is obtained on 
the iintiortation of the article ; since it is c(‘rtain tliat 
the removal of the tax would not cause any change, as 
the native ])roduc(*rs would retain the same relative 
advantage. Tlie nuison for a sjieiaal treatimmt of 'the 
particular class of im])ediments under consideiatioii 
lies in tlu^ fact that, while all other hindrances ivipiire 
efforts to overcome them, a.nd are thus a dead loss, 
taxes may increase the States revenue, and helj) it to 
meet the expenses imairn'd in tin; discJuirge of its 
functions. Still they are a deduction fihm the gain of 
exchange, and their inlluence and true effects can 
only he known by regarding them from that ],)oint 
of view. 

Taxes may he levii'd either on (exports or on 
imports,' and it will be found most convi'nient to 
commence hy examining the operation of tihe former 
class of imposts. Suppose, then, that — all other 
things remaining the same — a country imposes an 
export duty on one of its staple jiroducts, the natural 
result will he a rise of price, owing to the enhance- 

^ Transit dutit's aio probably oarlior than either inip(trt or export 
duties, but tliey have now little importanee. They no doubt may 
bring in revenue to the State at the expense of foieigner.s, hut they 
tend to reduce and divert tialiie, and accordingly lower the gaiii-s of 
transport agencies in the eoiintry employing them. The duty levied 
on opium jiassi ug fiom the n.ativo states to China through Brij,ish 
India is the best known examp.li^ <^,f such a charge. Cp. U'ealth of 
Nations, p. 379. 
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mcnt of its expenses of production for foreign markets ; 
tlie foreign demand for the commodity in (piestion 
will in all probability be reduced, a,iid tlie changes in 
demand will almost neciissarily entail an alteration in 
the conditions aifecting the e(piation of indebtedness, 
but in what dire,ction it is beyond the power of 
abstract reasoning to ])oint out without more precise 
facts to work on. Two caniditions of ])articular w(nght 
in determining the final results are — (1) the ])()sition 
of 'uh(i exporting country as a jnoducer: and (2) the 
natiu'e of the demand for the commodity in the 
inijtorting c,ountri(‘s. Sliould the exporting nation 
poss(‘ss a monopoly of tin; production of tlu‘- ta\(‘d 
article, it is evidently pos.sil)l(‘ that the tax may at 
least ])artially fall on foreigners; but if other conntri(!s 
produce the Commodity, it is almost ceilain that ex- 
portation will cease, and that a loss will he intlicbal 
on native producers, while, no revenm*. will be ob- 
tained. ft is, therefore, only in instances whmx' a 
virtual monopoly exists that export duties have ever 
been even suggested. The extent and the inbmsity 
of th(', foreign dmnand will also affect the productive- 
ness of the tax, as well as its incidence. Wliere an 
inen^ase of ])rice largely reduces the rpiantity sought 
for, it is possible that the amount exported may be 
less in value than before the imposition of the duty, 
and tiins the eipiation of indehtedness may be altered 
to the disadvantage of the exporting nation. These 
facts lead directly to the pro])osition usually ado])ted 
by writers who have entered on this to])ic, viz. that 
an export duty is only expedient, on economic grounds, 
where the country im])osing it has a monopoly of the 
article taxed, for which article, moreover, tlie foreign 
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deinfind is iiitcnsed It is supposed that in siicli a 
(’ase tlie duty would ital] on tlie Idreifijn eountries which 
consniue tlie taxied eoinniodity. The export duty on 
opium ill India, and also tlial levied on wool in niedi- 
a'val hiii^laml, hav(‘ heen n', yarded as illustrating this 
jmjpositioii, and lor similar i-easous an (export duty on 
cotton lias Itcmi advo('.a,t(Ml in the Fnitod States. The 
ihtf(( s(‘( forth a.hov(‘ do not warrant the conclusion so 
conlldmitly drawn, sinc(', tlu^y will he found on in- 
vestigation to Ik* incompleUe It is not tlie demaivl 
for any singh' commodity which (h't.ermines the (‘(}ua- 
tion of demaml — omitting, for simplicity, the still more 
involved relationsarising from tin* forms of indehted- 
ness in gmn'ral —but. tin' com])arative (hmiand for all 
the exports and for all the imports (pp. d7, 40); from 
which it. follows that evam if tin' (h'maiid for the tax(',d 
commodity Ik' iindimiiiished, yet that for other e\])orts 
of the taxing country may he reduci.'d , and, sim'C the 
[iiii'chasing ])0W(-*r of the imtiovting countries will 
necesHa.rily he lessened hy the im'reased ('Xpenditure 
on the ta\(‘d article, such a (’onsctpience is very liki'ly. 
As all inti'inational trade is connected through the 
Operation of the foreign cxchangi's, the loss to the 
taxing country may jierhapN he e\]K*i i(‘nc(*d in its 
trade with (‘ountries wliirdi do not imjiort tlu' I axed 
commodity, Imt whose relations with it are altect.ed 
hy the alterations in the gentwal terms of exchange 
pi'oduced thi'ough the operation of tin' duty, hor the 
]airpose of illustration, we may take the jiossihle eflects 
of the export duty on Indian o])ium. Kv('n granting 


^ Sci! Tlioiold iJo^fiTs, Hi.r. Cniluiirs of ]Vo}J,' owl fTof/of;, j*. 79. 
Tlio four coiKlitioii'- tlicrc s|hm-iIiciI arc all included undci the tw 
lucntioued m (he text. 
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that the Chinese demand for that drug remains un- 
affected by the tax, it yet may happen that the demand 
of ('hina for English manufactures will l^e reduced 
thereby, and tliat in turn the terms on which India 
receives silver fi'om England will ])e altered. The 
con8e(iuenc(‘, of this eliange might indeed 1)e such as 
to favour India, and thus present an additional induce- 
ment for the imposition of the duty ; l)ut it would be 
impossible to decide which would he the tinal result. 

Some further considerations bearing on this very 
diflicult subje(‘X should not be overlooked in any 
attempt to estimate tlie inlluence of export duties. 
One of these is tlie operation of tlie law of diminish- 
ing return. Wlieix'. that law governs production, an 
export duty wdl, to some extent, fall on rent, since if 
it slightly reduc.es the amount exported, tlie produc- 
tion of the most costly portion will be abandoned, the 
])rice, apart Ironi the tax, will fall, and to that extent 
the owners of the niorii productive agents still 
employial in turning out the taxed commodity will 
suffer. As demand is frcipiently lluctuating, and the 
raw material in nearly all industries is more or less 
subject to the law whose effect we are considering, it 
is impossible to show that this result is ]iot always to 
be found in the case of export duties. 

Again, taxes on exports may be defended as, under 
certain conditions, being eipiivalent to a national 
association to riiise their ])rice. Thus, reverting to 
our Indian example, it might be argued that under 
free competition the price of opium would be fixed by 
cost of production at the lowmst profitable amount,^ 
but that the duty will raise the price, and thus have 

^ For this doctrine, cp. Sidgwick, Principles, p. 183. 
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the same effect as a combination of dealers or a trade 
union in the markut foi- commodities or for labour. 
We liave already (p. -^0) recognised tlu; ('xisbuice of 
this possible case, l)ut to estimati; its probability, the 
whole state of iiiteruational indel)t(‘due8s has to lx; 
exaniiiu'd, and es])ec]ally the conditions of rcci|>rocal 
diuuand as rej^ards other commodities. 

it sliould be remarked that e.xjiort duties on ex- 
baustible artie-les whicli are aids to production — as iu 
the cases of Kiij^lish coal and reruvian ^uauo — bane 
to be mainly judj^’cd on non-ecoiiomic grounds ; but 
the reasons which justify sucli nu'asuri's will pieserilie 
duties on home consumption as widl' From the 
fiuaucial point of view, all dutit'S on ex[>orts wbicli aie 
not higlily pi'oductivt' aw, oltjeetionalde, since tliey fail 
in the first ol>j\*ct of taxation. Fxport duties have 
not iu geiuu'al Ikmui ]»o])ular, as they coiiflieled with 
the views of tin*, mercantile theorists, who aimed at 
incrt'asing exports, and who consca^uently jireferred to 
give jn'i'miums on ex[)oiia.lion, instead of loading it 
with duties. It was only in the easi^ of raw matm'ials 
that such taxes were tohnuted, and then only with the 
object of preserving them for the use of tlu' native 
manufactun'i's of finished jiroducts." 

Im})ort duties next claim our attention. They, 
too, are impediments to trade, and, in genm-al, lend 
to reduce its advantage. Like export diith's, they 
operate on the terms of exchange, through the lu.-cc.ssary 
readjustment in the eiiuation of recijirocal demand. 

1 S(’e .levoiis, Cixil Qiirslion, pp. ar)l-.‘564. For the oxiioit, duly on 
English co!il, imposed in 1901, .soo Economic Jo imut./, vol. m. p. 225. 

® See iVealth of Notions, hook iv. chap. viii. ; cp. Habt.ible, Pubik 
Finame, }). 510. 
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As whoii dealing with Lixos on exports, let ns suppose 
that no othei' clian^e takiii}^^ phu^j — a (unintry imposes 
a duty on a, partieular commodity vvhicli is import'd, 
and which, to sim])liry tlie. iiKpiiry, w(' will assume is 
not ])roducc,d in tin; l.axiuL; country. TIk', ])rice will at 
first 1)(! rais(‘d hy 1,ln; amount ot the duty, and prohahly 
th(‘ demand wdl ))e diminished. This diminution will 
l(*a,d to a hirther idtc'ration, since, the. dcmiand heino 
I'cdueed, the importing country will hav<; a, hjdancc' in 
it(S favour which will have to lu* liipiidatcd hy a How 
of bullion towards it; and the tmans of exclianj^e will 
be alteri'd to suit the, ne,w state of lliinos ; but, as with 
('Xj)ort. duties, the. adual result (‘annot be predicted. 
Ihu'e, a_i;ain, tJie.re aie conditions of primary inqiortance 
for forming; a c<»rr<‘ct judoimvnt on tlu' ])robabilities of 
the ease (1) If the demand of the taxiia^ country 
for tlu^ commodity be \/cak, it is jxissibb* that the 
alteration may 1 h'. to its advantat!,e; and (2) if there be 
no otlau' (‘ouiitry which requires t.la* ta\(Ml pjoducl.it is 
evidmit that its position is made still stron,qer ; for the 
weakness of demand will low'i'r the valiu; of the im- 
])orted art.icle, and tlu* absmiee of any other market 
will render it advantageous hu' the ]>roduccrs to sell 
at any terms above those set by th(‘ limits of compara- 
tive cost. In truth, these conditions ai'<‘ analogous to 
those which we met when dealing with export duties.^ 

^ Tins U‘.s(!nil)l;iiicc li.'ti Ix'en cLfwln'K; (Icsc.iibt'd hy .saying ‘‘that 
thcio IS a kind uf syiinm'ti\ in the ac.tinn nf hotli classi's, so that 
inipoit duties are leally expoit ones reversed.” I’loles.sor Edgeworth, 
111 Ins e.\'a.iiini.itioii ol inlei iial lonal value, liom the niatlieinatieal 
economist’s stand])nint, denied the existenee of this symmetry, and 
declared that “ the want of symmetiy between the etfects of . , . 
taxes on e.\ ports and imports i.s the eonclusion vvliieh can be mo.st 
peculiarly and oxclusivTly attributed to tlie mathematical method ” 
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Tliorc tlio most IVivo’irablc instance for Uu‘ duty was 
moiio[)oly of production, comiiiiied with intensity of 
demaiid. Here it consists in w’eakness of demand, 
with monopoly of eonsumption, if the phrasi; hi', per- 
mitted.' InstaiK'es of this latter kind ai-i', lunrever, 
ot rari! oc(miTenee , theie a.re \ery lew aitieles which 
aiv only used in one country, and the deniiind for 
whu'h at tlu‘ saiiui tinui falls lapidly on a slight 
elevation ol pric(‘. It would, tlaoH'loie, appear tiiat it 
IS i‘.\tieniely dillicadt to tax foiei^ners Ity the iiistru- 
menlality of duties on imjjoits.’ It, however, not 
inlre<piently happens that sonu*. })articulai (da,ss of 
})rodu(‘ers may find their best niaiket in a, particulai’ 
eountiy An import tax imposed by that caaintiy on 
tlim'r ])roduct, if it seriously ri'duces demainl, may fall 
on them. t'ossil)le instanci's ai'e sut)]»lied by tlic 
alh'iied (dfect of tlie duties under the (' S (aiiff of 
1890 on tlie [uaces of tin-plati's, Sumatran tobacco, 
and Canadian iarm ))i'oduc(‘. An imjiort duty in 
Kurland on li'isli catth' would, it is likely, fall in 
part on Irish jiroducers. It must be added that it is 
Very difficult to discov(*r the real operation of such 
taxes. Price movemmits ar(‘. due to many diffei'cnt 
causes, wdiich an; not easily diseiitan^j^Ieil, and the 
preeis(> wanyht to be assiyoual to eaidi is lianlly ever 
capahle of determination.^' Import duties Iiaviy how- 

( /’Jr<)n()7nir Joitrudl, vol. iv. [>, ISf*). Fiirllior CDiisuicial loii, Iiowcvor, 
lod liiiii to the conclusion “that the syiniiictry jircilicalcil ” above 
“ does 111 ocnei.il cmsI.” 

^ “ IhiNcr^,’ iiioiio[»o]y ” is >Sid;,o\icIv’s jiliiase, J’nncYip/rs, p hlO. 

“ The diirci’cnt eonelusion arrived at by Mill, Pnnciiilfs, v. 4, ^(3, 
maybe exjihumd by bis euutiniiio Ins atlention to the ease of two 
countries, b} winch eouis(‘ tlie eleniciit of inonofioly, iiotli jn supply 
and deiiiaiid, i.s implicitly introduced. 

The controversies as to ^le real effect of the M'Kuiley tariff 
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ever, })cc]i generally preferred taxes on exports ; 
but tlieir aim lias been either to affonl “ protection ” 
to native produiiers, or ilie iiiori; ri^asonable and 
legitimate one of obtaining revenue from the con- 
sumers of the imported articles. 

Though it is not easy to iliscover a case in which 
import duties, imposed by one country only, would 
fall on tlie foreign countries that e\'])ort tluj taxed com- 
modity, yet a moditied form, which chisely resembles 
it, is far fi’om being uncommon. Supjiosii that a 
number of countrii's ;dl impose similar duties on 
articles whic.h are, the staple ]>roducts of certain other 
nations: Inu’e the taxing countries may constitute the 
principal market for the product; their demand may 
be reduced by the tax, and, if so, some, and even per- 
haps most, of the loss from the impeded exchange would 
be borne by the jiroducing countries. Thus, let us 
assume that all the various nations of iMiiutjie were to 
levy the same amount of import duty oii tea, which is 
the product of a diffm’ent group of nations — economic- 
ally speaking — viz. (Tina, India, Japan, (Jeylon, and 
Java: there is nothing absurd or unreasonable in 
supposing that a reduction in the ([uantity demanded 
would, at first, be the nssult ; leading to an oifer 
of all Eastern products on more advantageous terms. 
In this })articular case ihe conditions would favour 
sucli a change, since an elevation in }>rice of an 
article not absolutely necessary, but still generally 

illustrate the .statement in the text. See Edgeworth, Kamomic Journal, 
vol. iv. })|). 45, 4t), and Mr. Shearman’s critieiam, ilnd, \ol. iv. pp. 524- 
527. Cp. Ihofcssor Nicholson’.s remaik {ScofUsh Geographical Magazine, 
Sept. 1891), “The incidence of import and export duties, especially 
when the diiect ellects aie considered, is the most complicated and 
difficult problem iii economics.” , 
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coiisum(3(l, (juickly reduces blie deiiiaiul. A similar 
extension of the propositions relating to export duties 
is also justified. A tax on the export of wine in all 
wine-producing countries miglit fall, for the most part, 
on tlie countries which imported it ; hut here tlie 
condition of intensity of demand would probably be 
absent, and, if so, the rent of vineyards would have to 
bear an indelinite amount of tlie duty. In general it 
must be said that, as tlie (conditions of su})ply and 
demand, in doim^sticc trade, can be alfected by skilled 
combinations, so the same forces in foreign trade can 
be made to yield like ncsults by the use of analogous 
means, Kx})ort duties are, as we have said, .similar in 
effect to combinations of producers, as import duties to 
those of consumers. Nor does the resemblance cease 
here. The two sets of inlluences are alike in their 
weakness as in their strimgth. The outside dealer who 
does net join in the coniliination is yet able to prolit 
by its results; and, in like manner, tine producing 
nation which does not impose export duties gets the 
advantage of the increased demand which is directed 
towards its part of tlie produce. Thus, sujijiose that 
Trance, Spain, Italy, and (huauany imposed an export 
duty oil wine, but that Portugal did not, then mani- 
festly the latter country would prolit by the duty, 
while getting also the advantage of increased demand. 
So likewise if, while all other Eurojiean nations levied 
duties on imported tea, England admitted it iree of tax, 
she would profit by the reduction of demand, and thus 
get her own supply at a cheaper rate than if there were 
no duty — in fact, she would gain the same advantage 
as the taxing countries by the operation of the duky, 
while her inhabitants would not suffer from the incon- 
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venience of restrictiiiu; tlioir doiiiand, wliicli would be 
tlie couRequeiice of the liiglier ])rice in the other 
countries. The above conclusion is, of courst', drawn 
without prejudices to c,as(‘s in \vhich the tax may be 
the best mode of raisim^ revenue from tins iiiitive con- 
sumers. it only applies when the duty is not im- 
})osed on ])urely liscid grounds, but rather us a mod(' 
of manipulating tins ecpiation of re'ciprocal (kunand. 

The consideralions just addiiei'd a[)peai‘ to haves an 
important InsarinL; on a (piestion which has lieen nuush 
diseussesd of lale ye'urs, viz. ties effect of foi'eign tarifls 
on Ih'itish trade*. The* aelve)cuU*s e>f high tarill's in thes 
I'nitesel Statess anel edher e-e)iintr](ss have* ceuilendt'd that 
thes elutk's impessesel on im])e)its freem Ihigkinel have 
been })aiel by the English ])roeluct*rs, :ind have not 
raiseel jtrieses. A similar ielea is, te) seeme extent, tee be* 
founel presvailing in Englanel. In seeking te) eleal with 
this matter, we must first lay asieles the case of ])ro- 
tective elutie*s, whiesh haves been re*sesr\e‘el Ibr further 
examination, anel coniine* eeur atte'iition te) duties wliie-h 
bring in reve*nius. Thes e\iste*nce of liigh elutie's in 
nie)st fore*ign coiintrie's may, it is clear, reeliice the* 
elemanel leer English jireielucts, anel thus affect thes tesrms 
of exchange to that cemntry s disaelvantage* The loss, 
Imwever, weiulel fall e)n the nation as a whole, not on 
the special class eif ])roelue-ers for e*x})e)rt, unh'ss thesy 
po.ssessed a monopoly, when the* duty woulel, ineleed, 
be a deduction freun the moneepolists’ gains, which can 
harelly be regareled as those of producers proper. That 
such has be*en the iictual result is not established by 
anything like tlie amount of evide*nce reepiireel. The 
fact (if fact it be) that the eliflerence in price between 
English and American iron is not as great as the 
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amount of the import duty does not prove it, since, if it 
were ^eiieially truefno iron would he imported, and tlie 
duty would not i)e one of revenue. Tin; oe.easional 
import of ii'on at a low price is e(|ually unsatisfactory, 
sinci; tlicrc is no way of judgiiti^ of th(‘ spiicial circum- 
stance's as, (' (f., l)a.nkiu])tcy ol’ a paitieular linn — 
whicli may have made such a step desnahh'. Nor is 
it nt'cessaiy to jirove a differenci^ in price hetween 
haij^lish and American iron (tlu; duty excluded) ; for, 
if th(' iron industry Ik* (‘arried on under normal (Con- 
ditions, it is not possihle that Knj^'lish ])i‘oducers will 
sell their ju’oduct c.iiea]»er in forei^'ii counlries than at 
lioiiK', as, hy lowei’ing tin* price of the home ]»ioduet 
slightly, the demand would be so increased as to carry 
off the sto(*k now s('nt aliroad, and (he action oi 
compi'litioii would almost necessarily have this (Tfcct, 
silica', were it otherwises, iron must In* ah(»\e its cost 
value 111 England, or below it in Ameiica ; hut in the 
formei' casi' a monotioly vahu' would c'Mst ; in the 
latter, Knglish exjxutc'rs would he tiading at a loss. 
It follows, therefore, that, regaialing the liade as a 
continuous one, the prices of imported iron m America 
must ('xcc^a'd tiiose in England hy an anioiiiil ecpial to 
the sum of tlie imjiediments to transfer, ij\ cost of car- 
nage and duty, d'he real adjustment of the incidence 
of revenue duties will he through the scale of prices 
pi'cvailing in the countries concerned ; and it is (|uit(4 
possihle that the heavy taxes on English manufactures, 
esjiecially in the coloni(*s, where they operate chielly as 
revenue duties, may have some such eOect ; hut nothing 
beyond this admission is warranted by evidence, nor is 
it easy to see in what way the actual existence of such 
a condition of things could be established or refuted. 
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The lbrc<^^)ing remarks su^i;‘;esl another aspect of 
tlio (juestion of tarifls — What is the })ositioii of a 
single countiy without sucli duties when trading with 
a numb(;r of countries, all of which have them in fall 
force against the })roductions of all other nations ? 
We have s(a 3 u (]). 1 19) that a counti j without duties 
may gain the advantage's of the export or import 
duties im[)os(‘d hy other countri(',s, and at the same 
time be free from theii' disadvantage's. The nation of 
our • su])])Osition is in a, somewhat similar situation. 
Her trade is, indeed, affecUid hy the; duties of other 
countries; but, then, so also is the trade of each of 
those countries, whih', she has an advantage when 
competing with any of the duty-hevying nations for 
the consumption of the products of a third country. 
The terms of exchange^, are alL(U'(;d by the operation of 
the duties, and, in addition to this advantage, she gets 
the commodities slu' needs by as much less as the 
amount of the duty wi other nations. Tn the ex})ort 
trade she has the benelit of her clu'aper imjxjrts, so 
far as they are auxiliary to ])roduction, which, in a 
highly-developed system of industry, must be generally 
an important factor; and she further possesses the 
advantage given by the influence of freights (pp. 40, 
47), by reason of which, otlu'r things being eipial, her 
exports will be preferred to those <tf the countries 
ydiich levy high duties. When the advantages and 
disadvantages of such a position are compared, it is 
highly probable that the former will be found to 
exceed the latter ; but, for a more precise deti'rniination, 
the size and number of the various taxing countries 
should be taken into account; for the smaller the 
number of taxing nations, the less opportunity there 
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will bo i‘or obUiinipg the advantages just i)oiuted out. 
The conclusions thus arrived at, by deduction from the 
elementary (conditions governing international values, 
are, in some degree, vtcrified by the ])osition of England 
as regards her loieign trade, more especially m respeact 
to com])etition with otlmr (countries in neutral markets. 
It should, however. In; carefully noted that all sucti 
statements must be takmi subjiuct to the (pialilications 
neci'ssarily invadved. They aiac drawn from the ex- 
amination of a few leiiding featurcxs of foreign tVade 
applied under conditions which have beim much 
simpblied, and are thus far nmioved from reality — a 
e.haracteristic whicE makc's them ([idle unlit for that 
swee])ing application to practic.e wliicli has been tlu! 
great( 3 st weakness of the older English economic school. 
Ibit, this caution notwitlistanding, thes(‘ more refined 
considerations jiresent a double advantage, for (1) 
they indicate tlu' pro])er direction of statistical impiiry, 
and thus enable those convers^int with tine tacts of 
trade to su])})ly the suitable clothing which will rmuh'r 
them, when (corrected, ca])abh; of int(*rprcting the 
])henomeiia of international (‘xchange ; * and (2) they 
discharge a useful negative function in refuting the 
doctrines of so-called practical men, which are in 
reidity made up of unsound dicductions from (hdc'ctivc* 
premises. The most thorough investigation of the 

^ The .studies of Sir R, (irilleii {Reporfa on ForcKjn Trodc) ;uid 
Professor Flu.x (“ The tJouiiueieial Su[)rpm!i(;y of (Jo at liiitaiii,” in 
Economic Journal, vot. iv. pp. 4r>7 sq. olio sq : \<»1. ix. jip. 17S sq., 
and “ British Trade and Geiman Coinp‘!titioii,” Eronumic Journal, 
vot. vii. pp. 3i sq.) may be referred to as admirable examples of 
stati.stie.al method. On the other Ii.okI, Mr. Williams’s Ma^e 'in 
Geniuiny may be noticed as affording a waiuing nl the dangers that 
be.sot the mcautious. 
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^^eneral forces which are at work in deleriuining the 
coui’se of foniign trade, shows the great coiiipleKity of 
the ])h(aioiiiena to lx* dealt witli, :is well as the im- 
pi'obability of any conseJous intervention btong likely 
to alt(n‘ the eoni-se of (exchange in the inbawsts (jf a 
particular country. 

bounties, (dther on exportation or iniporbitioii, are, 
from tlie seientilic i)oint of view, “negative taxes” — 
to use (Jonrnots phras(‘d They arti(icially rediicie the 
vabj\} of the eoinniodities to which tb(3y are, a])plied, 
pist as ordimuy duti(‘s raise it: and, thendbi'e, tluy 
tend to iiKwease the a, mount of foreign trade, and so 
far pi'odiie,(‘ a. gain which will be' divided among tli(3 
trading countries, according to lla* conditions oi' 
demand existing at th(‘ time-: but m addition they 
involve an outlay on the part of th«‘ nation which ]>ays 
them greatm- than the gain ebta.ined, sinci* t-he necessity 
of tlu' bounty provi's that I la* industry supported by 
it is less jirolitable than that to which, without intm'- 
fereneig the ])n.)diici,iv(‘ ])o\\(}r of the country would 
have b(3eii direetiMl. It is jirobabh' tha,t most of the 
advantage will go to tlu' mitions which ini[)ort tin* 
subsidised product, and it is certain that the e\pense 
of the, bounty will fall wholly on the country bestow- 
ing it. If the (3oniniodily be subject to the law of 
diminishing return, the lowering of the margin of 
pr’'oductioii may I'aise the cost of the most expensive 
part, when the lioiinty will partly go towards rent, and 
jiartly be lost in the extra (3ost of production. The 
well-known instances of the bounties on beet-ix)ot 
sugar illustrate instructi\ely the (tjieration of both 
these cases, since the law material is subject to the 
^ TMorie des JiicJu’sses, p. 374. 
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law all extractive industry, while the 

inauiifaetured ])rod*uct conforms to the ordinary rule. 
It is ])()ssihle that in an industry wheie the amount 
of ])roduee laiudly iiu'reases with ('oneentiation and 
apjilicatioii of labour and ca^iital on a. lar^c; scale, the 
^aiiii thus obtained would I'tjual, or |ierha]>,s (‘xceed, 
th(‘ loss incurred by the artificial re-ilistribiitioii id' 
{)ro(lu(‘tioii ; but evi'ii here the loss to the S(at(‘’s 
revenue, would not be compensated, and there is little 
clmnee of the development, under a bounty systi'm, 
being siijauior to that which would ri'snlt from com- 
pl('l-e I'reeiloiii. hroin the sciiuititie ])oiut of vii'w, it 
is, howevm', right to imlu^ate the, possibilil-v of such a 
ca,s(\ though its r('a,lisation is hardly within the region 
of prac'tie.e. 

One jiai'tieular class of taxi's presiuits Mich pecu- 
liarities that it is best treated apart, m/. that of 
('barges h'vii'd on the money-material. What, r//, 
would be the effect- of an exjiort duty on .\ustralian 
gold ' 111 this ease the law ol* demand is jaufeetly 

regular, and tlu' raising of the \alue of hullion ought 
a])])ariuitly to b(‘ met by a reduction in IIk* (piautitv 
iRU'ded for expoiiatioii. As, however, tlime ai(‘ otliei 
gold-]U'oducing countries, and as gold do(‘S not a[))>ai'- 
eiitly change in ])ricc, the nssnlt would he that the 
tax would fall on the ])rodu(;ers, and t.lu'refore, if the 
industry wi're regularly organisial, mressaiily on the 
owners of the mines. Assuming effective coni[)etitioiT, 
it follows that the ])roduction of gold would be 
diminished, and its value would rise, thus benefiting 
all gold-])iodueing countries, and in some degiee the 
whole world, since the gold em}d(jyed as money is, of 
course, a dead loss, i.e. so far as its functions conlA be 
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discharged by a smaller amount. What holds true of 
ex])ort duties partly a])])lies to tax(?s on the importa- 
tion of tin; ju'oeious metals, vvhielj, in g(‘nernl, take 
the, form ol‘ seigniorage. So far as internal trade 
is c.om'(!rne(l, tliey (Miahlf' tlu' (*ountry to mnnagi^ uitli 
a. snialhn- stot‘,k of hnllion, \\hil<‘ they allow of its 
])reserving the due scab' (d‘ ])rie('s ; but tliey hindm- 
th(5 working of foreign trade, and check the speedy 
adjustment of the exchanges. Should all countries 
establish a similar amount of seigniorage on their 
coins, it seems clear that it would in reality be a tax 
on the production of the precious metals, that is, so 
far as tlunr jiroduction is carried on in the ordinary 
way, othei‘wis(', it would be eipiivalent to a general 
rise <d‘ nominal ]>rices. It, ])(‘rhaps, ought to be 
added that tlie absence of all mint (diarges is in fact a 
bounty on the importation of bullion, as Dudley Xorth 
clearly saw.’ 

Ik'fore (putting the subject of taxes for revenue, 
which are calculated' to alfcct the course of foreign 
trade, it may b(^ advisable to look at such duties, 
taken as a whole Thus regarded, they a])])('ar as a 
deduction from tiu' gains by international exchange, 
against which (heir yield in revenue to tlu' States 
imposing them should be set olf, but in this calcula- 
tion of advantages and disadvantages, all the elements 
invfdved must be considered. Kvcry duty on the trans- 
fer of commodities is more or less a “ privative ” tax. 
It hinders some persons purchasing the article, and 
diminishes their enjoyment, without any correspond- 
ing advantage to the revenue. All import and export 
duties — the case of taxes on money excepted — have 
^ Discourses on TVa^e (1691). 
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this effect. They therefore cause greater loss tlian 
gain ; as each in sonic degree, reduces tlie field 

of excliJinge, nnd the resulting utility. That such is 
the oiit(‘()iiu! of (hese taxes, in their (‘xtrenie form, Mill 
fully recognised ; for even when suggesting retaliatory 
imjiort duties, he adds ; “ fhily it” (the nation im])os- 
ing tluuii) “ must tain*, care that tlu'si* duties lie not 
so high as to exceed all that remains of the advan- 
tage of the trade, and put an end to importation 
altoge(h(ir.” ^ It is om‘ of the, many strange things 
in his economic writings, that he should su])pose 
that the movement from comph'te freedom to total 
cicssation of (exchange took place 'per ,'<((// xvi. It is 
evidmit that each addition to the duties on (dther side 
would remove sonu' of the advantage of (exchange, 
and that every nnluction would somewhat increase 
it. Duties on commodities may lx; necessary to the 
financier ; but his object should be— entirely dis- 
regarding tl)(^ fiscal policy of other nations — to obtain 
the maximum of reveniu'. A 'purely reveniK^ duty 
aiming at “retaliation”- if such be not even a 
contradiction in terms— is manifestly uiu'conomieal, 
and thus offends against the fourth of Adam Smith’s 
famous maxims, all of 'which should be substantially 
obeyed in a sound financial system. 

1 Esaaiis on sovii' I’nset/hd Question!^, |i ‘JJ*. 
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'I'llK ih(M)iy of inloi'iiufioiuil (‘Xi-lumL^c, as (lov(*lo])(‘(l in 
llio, pn'cediiig (‘ha))tcrs, shows with sullioiout chtarness 
tlio nature a.nd Ihe advantag(‘s which ai'(' tlu- ivason 
for th«^ continuance — of such c\(hianc(;s. All ini- 
pediinenis to transfer, since tlu'y limit the ])ossil)ilit ies 
of gain, ar(! in('\|HMlie,nt., or at least there is a strong 
presumption against tluun. Popular (tpinion, uid'or- 
tunatc'ly, takes a very dillenmt view of tla* lesults 
in (piestion; and it seems to he one of tie', Ix-st- 
accredited articles of tlui vulgar In'lu'f that formgn 
trade requires to he ea,r(‘fully watclusl, in order to 
prevent the injuiies whii'h it is likely to inllu-t on lJi(“ 
national indust rv and e()mnierce. Pasui among those 
who call themselves “ iVi'c-ti'aders," thmx' are many 
who advance priqiositions (piite inconsistmit w ith the 
elementary principles of economics resju'cting i'orm'gn 
trade. Linder su<*h eireumstances, it is not necessary 
to a])ologise for adding another to the many contro- 
versial discussions of tlu; matter, the more (‘S])ecially 
as some notice ot it is reipiisite in a complete ex- 
amination of the ])rohlems of International Plxchangi*. 
The practical rule of “ free.-trade,” ‘ — that is, the 

^ Tile term “ liei -toule ” lids teiMi used ui veiy dilleieiil heriHes. 
Thus ill tile seventeenth eentury it iiieioit “freedom to export 
128 
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removal of all artificial restrictions on, or encourage- 
nicnts to, any ])arti(*ular industry ; the levying of 
duties for tlu; purposi^ of olitnining n'venue, and from no 
other iiiotivi' ; the h'vying of e([ui\alcnt excise duties 
where customs duties arc requisite ; in short, the I 
abandcnuKuit of tlu‘ elfurts, once universal, to divert ' 
industry into some channel into which tlie action of 
the normal economic' forces would not have directed 
it, — is a deduction from tlui tlieoiy of foreign trade us 
it has been here exjiounded : and any arguments which 
ignore the theondic l)ases that have been develojied, 
may be passed by as Iteing outside the lield of reason- 
able discussion, or if meidioned, will only In; noticed as 
illustrations of the effect of eirom'ous doctrines when 
applied to ju-actice.’ 

bullion,” or, fi'^ain, “ tic rij^lit to loidn without being the ineiiiber of 
a privileged eoinjiany.’’ In the t'lgliteenth century it ineaiit “ Ireedoiu 
of export.” 'this was the, '^ense m wliieli it was employed in Irelaiiil. 

As tli(‘ editor of the last edition ol Ilntelmison’s nnl JUat mints 

remarks with iinoon.seioiis irony : “ ‘Free-trade lor Iielaiid’ in 1779 
meant something (|nite distinct fiom the ]»olitieul economy lioe-trade 
of tile [nesiuit <lay . . Tin* Irish Fn' 0 -lrade Failiamont was 

I’loteetionist ” [(Ji\ninici('i(il Jtr^tmhih <>/ Ii rtinuf, ed. 18(S8, by W. (h 
Carroll, ]). lx\ii. note 1). “ Fiee-trade” has ago been used to denote 

a system iindei winch no duties whatever are levied on imjiorts and 
c.xpol'ts ; hut the weight of economic aiitlioiity is in favour of the use, 
given in the text. See the articles on “ Free Trade ” {Kaihj /liston/), 
by Professor ITewiiis, and {Tl/r»nj) liy the, jireseiit writer in ^li, 
Palgrave’s Diftiimarij of PoIUk'hI Emiionni. 

^ Mr, E. Williams — T’/ic Case for J’rofi rfiun—}s odended at this 
mode of ti'eatmeut, wlncli he icgaids .is “nicagie” ami “cavalier” ; 
hut ho has failed to recognise that tlie disoussion m the text rests on 
the tlx'oiy developed in jireeeding chapters, whndi he ha.s jias.sed over 
under the erroneous midief that it is algebraic. (Is all geneial 
reasoning “algebra” to Mr, Williams’) 

It may Initlier he leniarked that Mi. Williams has carefulljv 
avoided ;iny notice of the examination of protectionist aignments 
in the luesent writer’s Curnwcrce of Nations though an express 
• K 
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TIh! ])Lirliciil:ir kiwis of free-trade liere set forth has 
loiiiid (listiiij^uislied expositors iii Ricardo, J. S. Mill, 
(yairiies, and Cherliidioz ; the (‘ontribiitions of the two 
last-named 1)ein<; peeuliarly forcihh* and well-reasonedd 
Vet it would ])e unjust to a lai'ge number of able 
economists not to say that a similar conclusion has 
been worlnal out on other ^rounds, some of them 
})erha})s more easily reconuised by persons unversed 
in social and economi** Iheories, 

' Amon^ tlicse various schools we may here notice: 
Firstly, The believers in “natuial ri^dits,” who object 
to 8tate-interfei(uice witli any exchanj^e, on the ground 
that man lias a. natural right to exchange bis ])roducts 
— a riglit wdiii'b is violated by all protective tariffs. 
IJastiat is, ])erhaps, the most conspicuous advocate of 
this ])osilion ; in his eyes the IV’cnch custom-house 
ollicial, who levies a ta'^ on the importation of Helgian 
iron, does not dilfcr from tlii' roblier who seizes on 
a ])ortion of the droii in transit, since each cipially 
violati^s the right of the owner. IVotection, in all its 
forms, is thus only a new kind of theft." Tt cannot 
be denii'd that siudi a mode of arguing has often 
produei'd an elfect where the more relined considera- 
tions whudi lesiilt from economic theory would be 
(piite unavailing In many cases, too, it brings into 

refcM-'iiou wa^ given to it {ni/ra, 151 u.) Sucli .i iiolu'o would 
Ihvvc hetiii iiicoiniMiii'nt , its omi''.sion, liowevor, sujgiliosa tpst of tho 
“coidour” of whioh Mr. WTlli.uils lioa.sts. 

' Soo Jvioanli), ])|i. '107, 408 ; .1 8. .Mill, rniK'ipics, v. 10, 

. Cannes, Ladmij Pi i lu'ip/i s, [it. in. eli.ip. iv. , Clicihiilioz, Pr&As, 

2 'ee specially, “Spoliation et Loi,” (Kuvres, vol. v. pji. 1-14, 

, ‘ ‘ a iv.semblance betwoon rnoteciivo duties and robbery is most 

wlierc t.:. s. , 

fully develo, ’ 
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light tlie selfishness and trade-interests wliich have 
estahlislied })rnt('eft(jn, and tliiis is legitimate as a 
means of attack. If errs, however, in taking too 
neg'ati\e a ^'iew of tlie functions of tlie Stati; ; and, to 
some extent, it sugg(‘sls wliat is not only illegal, but 
immoral. Were lia.stiat right, it would follow tliat 
tlie smuggler, so far from being an offmKh'r, would be 
really the asstu'tor of the rights of man against the 
o])pression of the Slate a result which, if extended to 
all (hipartments of administration, would bring us ehrsi' 
to anarcby The enlightened American citizen may 
deplore the fiscal policy of the United States, but that 
need not hinder him from aiding in th(‘ lepression of 
orfeiiees even against those fiscal laws to which he is 
so strongly opposed. The support of la,w as lawg 
entirely apart from tin* merits of the particular 
ena(;tment, is a feature of every well-organised 
community, and it is only wlimi tlui pn'ssure of bad 
laws has become unbearable- tliaUthe tiiiu' for resist- 
ance has come. 

Secondly.— The school which reinforcc's the argu- 
ment from abstract right by considerations of utility, 
IS well represented by Adam Smith, lie opjioses 
re,strictions on trade as being “ violations of natural 
liberty, and thei'efore unjust; they are, too, as im]H)lit]c 
as they are unjust.”^ And all through his treatise 
the same combination is to he found. It should, how'-* 
ever, be said that it is on the ehmient of expediency 
that most stress is laid , when the two factors are 
opposed, it is natural liberty that has to give way.“ 
The whole system of the Wealth of Nations is, as 

' JFeo/th of Nations (cd, Nicholboii), j), 

^ Ihid. p. 133ff. 
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Leslie has shown/ Imsed on a comhiiialioii of a priori 
s})eculation with liistorical inquiry, to wlu(;h General 
proposition tlie case of free-trade is no exception. 

Thirdly. A large nuinher of })ractieal men seek to 
justify their support of freedom of exchange by appeals 
to .s]H‘ci(ic experience. The orators of the anti-Corn 
Law League most frequently took up this position : 
the S})e(‘clK‘s of \'dliors and Lobden uere not made up 
of long chains of deductive reasoning; the}', for the 
nfost ])arl, dw(dt (»n the actual distr(‘-ss of the English 
peo])le, and ))arLicularly on the miserable condition of 
the agricultural labourers. They contended that the 
lemoval of restricTions would relit'.ve the sufferings of 
the population, and thm’elbre that free, -trade W'as desir- 
able. d'here is little that is valuable for economic 
theory in the spc(!ches and writings of the leaders of 
the League. Nor could anything of the kind be 
reasonably expected of them. Similar in character 
is the evidences suhmitted to the CommitUse ot 184 0 
on import duties. The sjtecilic evils arising from higli 
protective tarilfs are simply pointed out by the wit- 
lu'sses, though, of courst'-, some, of them were well 
acipiainted with economic science. The valuable 
contributions of Jb A. Wells show a like disposition 
among American free-traders;" and there can be little 
doubt that the ex]) 0 sure of all the injuries inflicted 
* on industry by restriction is an aid in weakening the 
sentiments which favour protection. Still the inherent 
defects of this line of argument should be remembered. 
It is impossible to apply the exiierimental method in 

1 “Tlic Politjcal Eiononiy »1 Adaiu Siinth,” Esmip, pp. 21-40. 

2 See Ins Fradical Economics, pp. 21-33, and 61-151 ; but in other 
Avritiugi> lie ha.s argued for free-trade on the ground of u.ituial riglit. 
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its strict form to social phenomena, inasmncli as tlie 
requisite separation of the diffenmt agencies cannot be 
accomplished. When, therefore, the free-trader seeks 
to attribute ('(U‘tain losses to tlie inlluence of ])rotection, 
his opponent may reply that tliey are due to some 
other caus(! , and so long as the contro\ersy is conlimsl 
to the discussion ol‘ unanalysed experience's, iit'itlier 
])arty can establish its case with any confidence. 

Kourlldy.- -Another line has of recent years been 
taken by some friM'-tradi'rs : tlaw hoM tliat freedom of 
(exchange is the outconu^ of S(.)(n’al development. The 
mercantile system was, they admit, of great servii'O in 
its day. Protection may Ix' necessary as a temporary 
assistance, but for an a'lvanced system of industry free 
ex('liange is beneficial, and should Ixi tin.' ultimate 
object to lie attained.' With the historical school we 
must agi'ee in the idi'a that freedom <tf trade is the 
result of industrial and social progiess; but \\(* can 
also add, that the supjiosc'd advaiftages of proUiclion, 
at an (Xirly stage of growth, are not .so manifest as 
writers of that scliool sta'iii to believe. Since* most 
(Jerman economists inelim'. towards this view, it^ is 
well to notic(* it in its relation to the other grounds 
on which free-trade has bei'ii urged, but its practical 
value is of the slightest. 

The general line of rea.soning on which the (‘xpedi- 
ency of fref;-trade is best siqiported may be easil/' 
obtained from the theoretii’al di.scussions and analyses 
which have previously occupied our atti'iilion. In 
every particular exchange, there is neces.sarily a gain 
to each party concerned ; but the sum-total of exchanges 

1 See Laveleye, Le Socialisme Oon tempo rain (l.st ed.), pp. 39, 40. 
Roscher, System^ vol. iii. §§ 138*141. 
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is composed of llie several particular e\(ihanges which 
have heen made ; and as each of tiu^ latter implies a 
gain, tlu^ immediat(‘ result must )u' heneticial. As 
the aim of protective duties, on the other hand, is to 
liimhn- exehaug(‘s, tliey nni nectissarily injurious. Tliis 
brief statcnuait contains the mam ])oint of tlie free- 
trade argument; hut it may l)e furtlier develo])ed. 
We saw ((Jlia]>ter Tl ) lhat imjtedimeiits to transfer 
rcMluci'd the gam from cxcliange , hut as dutic's for tlu* 
purpose of ])rotection are avowedly impediments, they 
must have tins (dfect. For the pui'jiose of clearer 
examination, wedividcd duties ((dia,]iter Adi.) into two 
classes — the formm-, wliich aimed at getting revenm*, 
might, under etuiain conditions, lie made to fall on 
foreign (‘oimtries, and might possilily he iidvisahle : 
hut this piMuiliar application was so limited that wo 
were led to recognise tie* expediency of using them 
with the single aim of getting a maximum return ; 
and when that ol^ft'ct was realised, the gain to the 
revenm* might counterhalance tin* loss to the excliangers. 
In th(* second (dass of duti(‘s, those which wen* used 
for “ protei'tion.” this element of gain was alisent. 
The loss which ri'sults from the liindrance exactly 
resemlilcs that inllicted hy dillieulty of transport, and 
thus brings hack no comp(*nsating advantage. It is 
here that the weakness of modern protectionism is 
'most apparent-, strenuous elforts are made to remove 
natural obstacles to excliange, and then, strange to 
relate, many per.sons seek to establisli artificial ones 
to " protect ” national industry. Thus we are told 
that “after the St. (dothard tunnel was opened the 
people of Southern Germany petitioned the Govern- 
ment to lay higher taxes on Italian products, t-o offset 
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the cheapness whicli the tunnel had prodiici'd.” ‘ 
And tliis is but onf' of many similar instances. In- 
deed, it is evident that tlie I'apid e.\pansiou of new 
modes of transport in recent years has had a potent 
influence in producing the ])rotectionist hnuhauMes of 
the day. 

TIk; system of ])rotective dntu's is not sulhciently 
treated by merely pointing out its (‘vd results in 
general. It is also necessary to sliow more fully the 
nature and e.xtent of the losses incurred by siich^a 
policy. d'hey may he outlined as follows- — d'lie 
wealth of each of the ('ommuniti(‘s hindered from 
trading is reduced; the divi^on of the loss cannot 
be ascei'taiiKHl by geiuTnl ri'asoning ; but that each 
will to some extent losi* is almost certain, the only 
exception being in the c.i.se jireviou^ly discussel 
(p. 2(S), where one nation might obta.in all I be gain by 
exchange, and therefore, as the other n, it ion gained 
nothing by loreign trade, it would^ lose nothing by its 
cessation. Dismissing this abnoimal instaiu'c as being, 
under the actual complications of tiadc, inij»ossibli‘, 
let ns set' in what the lo.ss consists. It is to hi* 
found in the enhanced co.st of tlie articles wbicb, 
umler free-trade ])olicy, could be impoited It is plain 
that increase of cost is the object of the duties in 
question, since otherwise there is no riiason for their 
existence. The contention of American protectionist^, 
that prices are not raised by [(rotection, may be dis- 
posed of by considering: 1st, that it is incorrect in 
fact, as every price list shows ; and 2nd, that, if true, it 
would only prove that protection is not needed."’ In 

* Sumner, Protectiowisui, p. 75. 

' Some protectioiiiits seem to argue that umlue lluctuatioas of 
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addition to the increase in the cost of imports, tlie 
less economic distribution of thL productive forces 
of the nation lefids to a reduction in the amount of 
weal til Intc-nmtioiial exchange is, as previously 
[)ointed out (p. -iO), a form of division of labour, 
which is a main condition in the incn'ase of in- 
ventions, and industrial skill. Impediments on trans- 
fer, then, hinder the develo[)nient of division of 
labour, and, so far as they are effective, destroy its 
benefits. 

The consecpiences of protection arc' in some respects 
different, accordini;' as it is a])plied to commodities, 
extra quantities of wliich are produced at inci'eased 
or diminished c'ost. In res])ect to tin' lattcu' (‘lass, it 
tends to remove' the advantnj^c which is obtained by 
production on a lar^e scade, and thus is injurious 
to all })arties concerned. The. ellorts to encouini^e 
the development of native mannfactni'cs in many 
countries at the presemt time afford a good example 
of the ojieratiou of tin’s jmrt of the protectionist 
scheme. It is b(.‘>ond question, that a great saving 
of ])rodu('tive ])ower would acciue to the world at 
large by the concentration of manufacturing industries 
at those places which are favoured by technical and 
economic conditions — a saving which would be shared 
by all the nations of the world, and not be confined 
J^p the manufacturing countries. 

When the jirotected industry is subject to the law 
of diminishing return, the inlluence of protection is 

price are obviated liy tlieir syhtem ; but the history of prices in 
England undei the Corn Laws, and for the last thirty-live years in 
the United States, conclusively shows that quite an opposite eliect is 
produced. 
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somewluit (lirrereiit U raises the cost of tlie }H'oiluct, 
and either redact^ tlie denuuid for it, or lowers the 
margin of production, witli the result, tliat part of the 
inen'ased value is returned in the form of nmt, tlie 
remainder being absorlied in the production of tlie more 
(“ostly ])ortions of the nrtiele. 'J'lie Knglish (loin Laws 
pi(icis(dy illustrate this case. The value of cdi'ii was 
raised, and, at the same tinu*, the demand for it was 
reduced, hart of the ineieased value was lost in the 
cultivation of infmioi' soil;’ the remainder went in 
higher rent; hut, owing ])artly to the cdieck on tin; 
imwease of ])0])ulation arising from the (h'arness of 
food, and ])artly to the heavy e.xpcnse, of pauperism, 
tlu' landlords did not, on the whole, gam. AVith ri'gard 
to the countries exporting the article on which a ])ro- 
t(i(‘dive duty is imposed, it is jilain that the cost of 
their product may he lessened, since the margin of pro- 
duction will not he fixed at so low a point: hut the 
amount of rent will he reduced,^and the jxt.ssihh*, gain 
hy the exchange for other artieh*s will he, lost. Thus 
— to illustniti' our reasoning — it is ])rohahh‘ that the 
cost of corn in Ircdaiid in tin; (sirly part of this 
century would have been reduced by a protective duty 
iiu])osed by Kiigland on Irish wheat ; that the ('on- 
suniers of corn would gain, and tin* owiuws of land 
lose, hut the hindrance to the ex[)oiiati(Ui of corn 
would also hinder the iiiijiortation of Jhiglish prodiicts, 
and Ireland would, therefore, lose the advantage ot 
getting her manufactured goods at a cheaper rate, 

^ Evidence taken hy the Agrienltiiral Committee of 1821 .showed 
that wliile the best land yielded forty husliels of wheat, some land in 
cultivation gave hut eiglit hushels. See Ricardo, JVorl'fi, p. 459^; and 
for the inferior quality of some of the laud put under wheat, see 
Cobbett, liiiral Rides, vol. i. ])p. 225, 244, 
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and, in addition, the develojmient of industrial power 
through tlie extension of inventicfns would be re- 
tarded.’ 

When the industry of a nation is not entirely 
based on co]np(‘tition, the (dfect of a ])rotective duty 
may be to give undue advantage to .<^01110 classes of 
produ(‘.ers, and thereby necessarily to injure others. 
In this (*as(‘, as we have already seen (p}>. 32 , 00), the 
benetit derivcal from foreign trade*, is not increased 
production, but ftiirer distribution of wealth. 

The examination of the geuierid course of foreign 
trade, and its va.rious ])ossibh; modifications, leads 
us to the doctrim*. that all attempts to hinder it by 
means of protective duties are injurious to the nation 
which adopts such a course, as well as lo the countries 
with whi(di, under freedom, it would trade ; and the 
reasons for such a conclusi(*n seem so clear and simple, 
that it is dillicult to understand why they have not 
been universally adopted. We find, however, that 
protectioiiLsm is, outsidi* of Ihigland, the general 
policy of statesmen, and in all countries eomniands 
a great derd of }»o])ular favour. It is, therefore, in- 
eiinibent on the support(*rs of free-tra^le to account for 
this fact, and to indicate the reasons for the continued 
adherence to {>roteciion in most nations. The inquiry 
may, however, be best undertaken in a separate 
cfujgiter. 

^ Soc above, j)p 10b, 106 ; also Wicksell, Fuuf/rJhcoirfiadu' Ihiter- 
sHchunqni, p]), Ob, GO, for this point. 
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AIU^UMENTS FOli FROTKGTION — REASONS FOR ITh; 

1‘RKVAEENCK 

The most ])lausil)l(i caso wliicli can b(‘ made for pro- 
t(H;lioii is in respect of newly-established indnstri(‘s, 
or in the cominoncemcnt of a n(*w stai^e of indnsliial 
develo])m('nt, as, r.//., wlieii a mition is reducing its 
e,x])ort of raw prodnc.e and slartin;^ mannlat'liires. In 
such a (*!ise it is argu'd that a duty on the. import 
of foj'eigii <;oods will allow tie; infant industries to 
gain maturity ; otlunavisi*, tlu^y would Ir* criislied out 
by the jealous eom])elition of foreign rivals. They 
cannot, at lirst, manufaeture as ch('a]dy as tlu' old and 
well-establish(‘d producers of other nat.ions, and the\^ 
therefore, reipiire the fostmang care of thmr national 
legislature to save them from extinction. ft is 
further contended, that this method is the really 
economic one. Though, as the more reasonable a^ivo- 
cates of the ])lan admit, there is an immediab! loss, 
yet when the industritjs have been established, there 
will be a greater gain, whieh will more than recom- 
pense the nation for its earlier sacrilices. The im- 
position of duties for this purjiose is represented as 
being analogous to the establishment of }»atents and 
• 139 
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copyrights, and, in the case of individuals, the habit 
of apprenticeships. • 

It is hoped tliat the above argument has been 
correctly stated, as it ap})ears in th(\ hands of its 
ablest expounders ; but it must he confessed that there 
is no little didiculty in getting a ch'ar conception of 
the protectionist attitude on this, as on other ])oints. 
In the forc'going statmnent the emh'avour has been to 
give tlie strongest form of an argument, the importance 
of ^yhi(‘h has biMui fully recognised Ity Mill, as also by 
other economists.^ i\t lh(‘ outset, the ])ossibility of 
the case must hi' granted. It is conceivable thnt a 
particular industry may, at (ir^t, be uiijU’ofitable, but 
may afterwards become very remuiK'rative. The point 
at issue is, howi'ver, not one of meie, jiossibilities, but 
rather the following: — Will the certain and immediate 
loss resulting from protei'lion hi' outweighed by the 
future gains from tlu* new industry? In making this 
estimate many mattei^s have; to be taken into account, 
whk'h ill tlio ordinary discussions on the suliject are 
(piite ignored. Among thes(‘ are: the interest due to 
the nation on tin; wealth lost during jiroteetion ; the 
determination of tlu^ right amount and jiroper jHuiod 
for the continuance of each duty; as well as the 
constitution of the body to which (picstions of such 
delicacy and complexity will Iiavc to be submitted, 
wiUi the expectation of securing a sound judgment 
upon them. The.se conditions are, be it remembered, 
not mere theoretical refinements, but actual, practical 
problems, and they strongly impress us with the belief 
that this special case is in reality no exception to the 

1 For the histt)ry of tlic theory, see The Commerce of Nations, pp. 
121, 133. 
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rule of freedom in intermitioiuil trade. pAperieiice 
amply eonfirms tlws view. In the United Stales, and 
in tile Australian C^donies, protectionists have urged 
the infant-industry argument in support of their claim, 
(pioting the authority of d. S. Mill in their favour; 
hut in both cases he has repudiated such an inter- 
pretation of his statement, and condemned the policy 
adopteil.^ 

When w(' ])ass from the limited case of protection 
to one or a few industries to the wider [u'oblem^ of 
])rotectioii to a large body of jtroducers — say manu- 
facturers in general — the objections become \ery much 
stronger. If a duty he at first injurious in the case of 
a single industry, duties on all manufactures must be 
oppressive. If a nation does not jiossess manufactures 
— le in the develotied shape of hretory-industries — all 
countries are more or less miinufacturing in the ohh'r 
sense of the word the vmy fact is conclusive ])rool“ 
that, economically speaking, it js hettei' off without 
them. If there is no ]»rospect in the most favdurable 
circumstauces of an industry yielding a suitable jirotit 
under a state of freedom, that induslry, if artilicially 
established, is not an element of strength, but of 
weakness. Here, again, c‘X})erien('e givccs su)»port to 
the plain deduction which W(‘ have* made. To taka' 

^ Refcniiig lo tlic oltcii-aiioU'd |i.issagc ui hi'^ I’l inup'is (\\ 10, Ij, 
Mill, in a letter to Mr. llorae(! White, Avutes tho following: -“J'lie 
passage has been made use ol to .show’ the iiia)>[)lieahilil y of fiee-trade 
to the. United States, and for siinihir pm pose m the Aiistialian 
(folonie.s, (inoneoiisly in iny ojmiioii ” Sec Laiighlin’.s ]). 6M. 
For a further dl.sens^lon of Mill’s ailniission, see Hr) nwlhmn, vol. vi. 
jip. 10 : 5 , 104 ; and tor an ailinirablc histoiieal iinpiiry into the eifect of 
protection on American indnstiies, .see Professoi Tansaig's rrviedion 
to Vonni] I mhistnes, now included in his Tuiijf History of the L niled 
States. 
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the United States: it is a stock argument of American 
protectionists that without high (hities their manu- 
facturing industries would he destroyed' — an iissertion 
which (if correct) does not sjieak much for the stimu- 
lating elh'ct of thirty- live years of liigh jirotecdion. 
Like facts meet us a.ll through industrial history. 
The weight of evidence is altogether in favour of 
the free-tradei“s contcmtion, that productive power 
attains its great(*st elliciency when it is directed by 
the normal economic motive of sidf-interest, which is 
more or less present in the case of ('vciry individual, 
and is thus more i)otent than the best-devised govern- 
mental arrangements. Jn maintaining this position it 
is not intended to deny that a (lovernnumt may, by 
means of proti'ction, introduce a new and prolitable 
industry, or that various forms of jiroduction may be 
increased by the same method. Doth these instances 
are (piite consistent with the view hero set forth, which 
declares that goveiummilal interliu'ence, as regards the 
direction of industrial actum, is, on the whole, more 
injurious than bciuhicial . as also that most industries, 
S})ecially developed by tlu‘ aid of protective duties, are 
rather a loss than a gain to the community in which 
they arc established. 

The arguments for protection are not based ex- 
clusively, or indeed mainly, on economic grounds. 
Many advocates of restrictive duties, while admitting 
their evil inlluence in the economic sjihere, still maintain 

^ “To introduce the s^.stom proposed hy the so-callcd revenue 
reformer is to break down our lioiuc- market in favour of Great 
Britain. It Avould close our mills and furnaces, and throw hundreds 
of thousands out of work.”— Porter, Protection and Ft ee- Trade To-darj, 
p. 35. 
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that tlie "aiii in other respects is more than suhicient 
to compensate for*tliis disadvantai^i* '^'hey regard the 
calculation ol‘ mercantile losses and gains as being of 
a m(‘an and sordid ehai-acter, unworthy of tliose to 
whom the destinies of a. nation are (‘iitrusU'd. National ! 
well-being, they truly say, is preferable to national < 
wealth; and it is «m this broader ground thata. pi'o-; 
teetive systmn vshould he judged. To this general 
argument, whicli takes various special forms, sonu'. of 
them needing further investigation, the following 
answer may, perhajis, be sullicient : — The elements 
of national well-being are indecjd xaruais; and it 
is ])0ssihle, and may sometimes be expedient, to 
increiise one at the expense of another. There is, 
therefon;, at first sight, nothing absurd in tlie proposal 
to sacrilice wealtli for the sake of something else imu’e 
d(',sirable. Some would argiu; that of tliis })oint the 
economist, as sucli, is not entitled to judge, since his 
proper t'linetion ceases wIkmi he, has investig.ite.d the 
economic aspects of the phenomena ju'esented to him. 
But though economics is only one hianc.h of social 
science, still it is coniuicted with all the other hranches, 
and its cultivators ought to he able, to some extent, to 
deal with the problems of general sociology. "We may, 
then, legitimately consider those erases in which an 
opposition between wealth and well-being is alleged. 
Before doing so, we ought to notice one cause of error 
to be found in protectionist writings. In determining 
a practical question, non-economic considerations may 
prevail over economic ones ; hut tha,t does not turn a 
mercantile loss into a gain. Where a sacrifice is in- 
curred, it should be taken into account. It may, 
moreover, be said that, though economic reasons are 
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not necessarily decisive, tliey arc in all instances 
important. Wealtli is not as l<fl’ty an object as 
morality; but the possession of wealtli is an aid to 
moral dcvelopiiKMit ; and without a certain standard 
of material comfort it is hopeless to expect great 
moral or intelhictual improvement. There is good 
reason for the ])romin(‘nt placii which wealth has 
obtained among the elements of national growth ; 
though not identical with, it is an essential prelimi- 
nary to the establishment of that higher social life 
for which reformers are striving. Any measure which 
aims at gaining advantage by an economic sacrifice 
has therefore to be supported liy clear and cogent 
evidence before it can be accepted ; and this pre- 
sumption, strong in all cases, is increased in force as 
regards the protectionist ])lan, by its most obvious 
and apparent mode of ai'tion being directed to the 
economic conditions of soi'ii'ty. Other ])roposals for 
State-intervention may correctly base their claims on 
higher grounds; but it aims at altering the course of 
exchange, while its allegc<l scrvict‘s in the promotion 
of a higluu* national develojunenl are, at all events, 
not at once visible. The difliculty of proving the 
claim is in its case much greater, and, until it is 
ovmcome, there is no necessity for minute examination 
of the numerous declamatory works of protectionist 
writers. This initial dilliculty is, however, the very 
point which is neglecti'd, its place being taken by 
vague and often self- contradictory assertions of the 
benefits to be olitained from the ado])tion of the 
restrictive system. 

As we have said, there are some particular instances 
in which the plea for an economic sacrifice, in order 
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to attain a liii^her (3n(l, acijuires greater force, and thene 
must ])(» briolly noticed : ( I ) Certain restrictions on 

trade have lieen advocated on the ground of national 
safety. Such are : regulations forhiilding tlu‘ sale of 
:irnis to foreigners; thi'. prohihition of aliens being 
employed on hoard sliips belonging to the country in 
(piestion ; and the luie-ouragement of the jiroduction at 
home of e(utain articles needed for war, instead of 
being (hgiimdeiit on foreigners for tlumi. Perhaps the 
hest-lviiown instance of this class is to he found in thti 
finglish Navigation T.aws, which ri'ceived the approval 
of Adam Smith and d. S. Mdl.^ The expediency of 
all measures of the kind depends on the ju’ohahility of 
their attaining their object. When the success of tlu3 
Knglish Navigation .\ets is brought forward, it is weP 
to renienilier that simihir enactments in Prance wm'e 
failures, ' a fact which goes t-o show that it was not 
legislation alone tliat proniotiMl the development of the 
Pngdish navy. Put it is certainly true that restrictive 
measures, though they may possibly hel]) to create a 
naval force, are injurious in their inllmmce when a 
large mercantile marine exists, as the wonderful 
expansion of Pnglish shipping since 184!) bears 
witness. Limitations on trade for the jmrpose of 
national defence slimild be the rare exception, and 

^ ]Vf(dl!t of X(d ions, p. 188C .uid I’ri)Lcq>/i's, v. 10, I. Il is noC 
liowovcr, (jiiito I'ertaiii that Attain Smith iTalty appr neil of tlie 
maintenaiHT in Ins tilin' of tho Navigation I^aws Ills loinark ttiai 
they art! “ ]ti'rhaps tlic wisest ot all the. comnicroial rcgiilatioii.s ol 
Englarul ” tloes not in'ccs.sarily imply that he thought them “wise,” 
since he leganlcd the othe-is as Mipiomely fooli.sh. Such a mode of 
e.xjtre.s.sion is not nnu.siial with him. 

2 See Stephen, Laturcs on the Historn of France, vol. li. j»p. 207, 
298. 
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should never he mixed up with a protectionist , policy, 
as that is likely to cause their undue extension, under 
the pretence of solicitude for safety, when the real 
object is the shuttin^-oiit of foreign goods or labour. 

(2) Agricultural industry has, in some cases, been 
regarded as entitled to special protection, either on 
the ground that a nation should not depend on 
foreigiuirs for its food-supply, or that there is a 
pecmliarly steadying and conservative inlluencc exerted 
by the “agricultural intertist,” which needs and deserves 
the aid of tlu' State. This argument was the nearest 
approach to reason in the })Osition taken up by the 
sup])orters of the Corn Laws in England. The course 
of events has, however, shown that neither part of the 
contention was justified. The peojde of England are 
better su]t]>lied with food now tluiii at any previous 
time in the present c,entury ; and the agricultural 
interest, using that terin in its only natural sense, does 
not appear to have any monojioly of the virtues of 
conservatism — at least to such a degree as to make it 
advisable to levy a lax on the community at large for 
its supposed benelit. 

The real effect of agricultural jirotection is, of course, 
as we saw before (p[). 1 IlG, 137), other things being equal, 
to raise rent : not at all to benefit either the labourer or 
farmer, though it is possible that it may increase the 
pro])ortion of agricultural to nou-agricultural workers, 
at the cost eitlau' of lowering the standard of comfort, 
or limiting the amount of the population, by the 
difficulty of jirocuring food. It will hardly be con- 
tended that either of these results will advance the 
power or well-being of a nation. It may, therefore, be 
concluded that the claim for protection to agriculture 
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is destitute of justification, even when considered 
from a social ratlier than an economic point of view. 

(o) The doctrine of ai^ricultural protection is now 
somewhat discredited ; hut until a sound and scientific 
basis for policy has been obtained, the abandonment of 
one error usually makes way for anotlnu', perliaps less 
reasonable than its predecessor. 8o it has been in 
tlie present case. IToteclion to manufactures is now 
advocated on soc.ial grounds. Its supporters a])pcar 
to believe ilitit a high position cannot be gained by a 
nation without the possession of extensive ]nanu- 
facturing industries, which, therefore, are juit forward 
as proper objects for the supervision and aid of a 
patei’ual (lovernineiit. Tlie reason for Ibis strange 
lielief is probably the great eounnercial and manu- 
facturing supremacy of England. The increase} ol‘ 
English industrial ])ower lias been conceumtant with 
the growth of lier manufactures, and the latter is 
regardi'd by su]tertic.ial observers as the cause of the 
former. Tlie natural ix'sult of such an idea is to 
induce other countries to encourage their manufactures 
by the usei of jirotectivc duties, wliich will thus, it is 
believed, augment the national industrial forces. Tlie 
chief advocates of this policy put forward a view of 
the history of industrial development which is .so one- 
sided as to be utterly misleading. Thus, in last’s 
survey of European commercial policy in the ]»ast, 
there is the underlying implication that English 
industry owed its success altogether to protection, 
and that English statesmen and producers aimed at 
destroying the manufactures of other countricis, wliich 
in turn were justified in adopting similar expedients. 
The spirit of national animosity was, if not intention- 
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ally, at least directly encouraged l^y sucli a method.^ 
In answer to this doctrine, it may be said that there 
is ev('n less reason lor emiouraging niaiiufactnres than 
agriealture ; the latter supplies the necessaries of life, 
tlie former oidy produces what is com})aratively 
supei'Huous. Whatever may he the benetit to the 
State of a large agrieultural population, it can hardly 
be urg(!d that artisans arc either physically or morally 
superior. If the State is to int,erfere fit all with the 
deep-sejited and subtle forces which direct the organisa- 
tion find distribution of labour, there is surely no 
ground for its seeking to increase the mass of those 
urban poinihitions, which in all countries present so 
grave a problem to the statesman and ])hilanthropist. 
The evils which arise in a comiihix industrial society 
can be overe.ome by the maintenance of a high 
standard of comfort, coniLined with morfil and intellec- 
tual training diffused among the gri'ut body of the 
population; but protection weakens this vital element 
of soidal prosperity by the economic losses wliicli it 
inflicts on the society, as well as by the political spirit 
which it tends to creati*. 

The arguimuit for protection to manuffictures some- 
times takes the milder form of desiring to secure diver- 
sity of industry, in order to prevent a one-sided growth. 
Here, it ought to be evident tluit diversity of industry 
exists in even the most backward nations, as also that 
intelligence may be acquired in the profitable working 
of one comjdex industry, cpiite as well as in that of 
many smaller ones. The argument also overlooks the 
fact tliat production for a foreign market is in itself a 

^ Sec List, X<ition((l Syslcia (Eng. Trans.), and the various works 
of II. C. Carey, for o.vaniplcs. , 
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powerful exorcise ^for tlie faculties. The moral and 
social advantages ol‘ inteniatioiial trade are in truth 
the strongest argument against any restriction on its 
operation. From the dawn of civilisation down to the 
present time, the trader has been the distriliutor of 
knowledge, sis well as of commodities. Tin* nations 
that have attained the highest iilaee have* not gamed 
tluiir position by (‘xclusivi'in'ss, but by aeee[)tiiig 
frankly the matei'ial and intellectual productions of 
other countri(;s. 

It is not to a, })rohibitive policy only tlnit tlu* 
social argiinuMit for free-trad(i ap[)Iies. All rcsti'iction, 
be it nmiembered, so far 'reduces the sum of foreign 
trade. It lowers the imports, and therefore necessarily 
the ex))orts also. Th(‘ elfect reacts, more or less, on (lui 
whole econoniii'. system. AVe have si'cn ((Tajiter V.) 
how the eiitii'i‘, series of transactions is linked together 
by the method in which exchange is ('.ari'h'd on ; and 
we have, further noticed (]). 4-2) the gri'at comph^xity 
of that series. Trade often taki^s what is at tirst sight 
an unaccountable diri'ction ; but, on (‘xamination, some 
special reason will appear for each .seeming anomaly. 
A striking American instance is given in the following 
passage : — 

“Ity the Act of 30t]i Jinn* 1804, the duty on iiiij»ui't(‘d 
hituniiiioin coal wai> fixed at iiiii io per ton. I>y the Act of 
1873 tins duty wa.s I’ediiced to 76 cents per ton. A iuercl» nt 
of Boston, iutere.sted in the coal-iuiucs of Km a Sc.otia, hap- 
pening to he in AVashington .shortly after the cliangc in the law, 
CJilled on a ])roniinent nieinher of Congres.s who had hccii in.stru- 
niental in effecting the reduction, with a view of expre.ssing 
thanks to the latter for his action and vote. Jn the couive of 
the conver.sation which eii-siied, it was incidentally mentioned 
that the Washington Capitol building itself was lighted with 
ga.s derived from the very Nova Beotia coal which had been 
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mainly affected and clieapened by tlie reduction of the duty in 
question. Some surprise being manifeifted ])y tlie Congress 
man that such slmidd be the case, the merchant explained its 
happening in this wise,: Small \essels sailed in the first in- 
stance, mainly from Niwv England, to ports of the Hritisli North 
American I’rovinces, laden with miscidlaneous freights — furni- 
ture, hardwan*, glass, coarse textiles and carpi'ts, drugs, medi- 
cine, jiaper, machinery, (dc. — the ])roduct of our domestic 
imlustries. These shipments, directly or indirectly, paid for 
Nova Scotia coal especially adajiled to the economical manu- 
facture of gas, which coal was then transjiorted in American 
boltoms to the Potomac, and sold to the Washington Cas 
Company. A cargo biuiig unloaded, the vessel wais immediately 
reloaded with coal from the Cumberland mines of Maryland, 
especially desirable for blacksmithing or steam purposes, which 
c 'al was in turn trans|)orled and sold in tln^ Poston market.” ^ 

This ctise, which is hut one of ti iiiuncrous class, 
shows tlic danger of imposing duties for any object 
exceqit that of obtaining revenue, since it is almost 
impossilde to lay down, a priori, the effects of any given 
interference. Tims protective duties in favour of the 
staple industries of a country, at first sight, seem simply 
useless. How, oiuj asks in smqiriso, can American 
agricnltnrists lie pi'otceted ? It happens, however, that 
in the United States wheal is sometimes imported from 
Manitolia, potatoi^s from Nova Scotia, hams from 
Europe, and sugar from the West Indies." In like 
manner, many special kinds of manufactured goods are 
inn)orted into Great Eritain, though, in the general 
result, the export of manufactures greatly preponderates 
over the import. In fact, not only are there many 
thousand commodities, but most of them are further 
subdivided into several distinct grades, some of which 

^ Wells, Pradical Economics, p. 76, note 1. 

W. G. Sumner, AryiimeiU and Evidence before the Tariff Com- 
mission, pp. 17, 18. 
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may be imported and others ex])orted at the same time. 
From this <^reat anfl increasing specialisation of indus- 
tries is derived one of the weiglitiest arguments against 
proteetioig since it is impossible for any State-agency 
to [)osses8 sullicient knowledge or lle.xibility, in order to 
frame proper regulations, and duly adjust tbein to suit 
alterations in the position of industry.' 

The political evils of a protective system are also a 
serious item in the cumulative argument against it. 
The arrangement of the amounts of duty on the vaiaops 
industries degenerates into a struggle of the several in- 
terests involved — in fact, the competition of the market 
is transferred to tiie ,irena of the loliby. The iniluenees 
thus brouglit to liear are peculiarly detrinumtal to a 
democratic form of government, as the condition of the 
United States Civil Service tends to prove. All the 
di(ti(nilties of representative institutions are increased 
by the adoption of protection, which diverts attention 
from the main i.ssue of good gov/'.rnment to the im- 
possible task of pleasing the many incompatible interests, 
which seek encouragement and snjiport 

The foregoing examination may reli(‘ve us from the 
task of considering the many fallacious [deas which 
are so freipiently to be met with, more es])(*cia.lly as 
they have been over and over again refuted. To any 
one acquainted with the true theory ol' international 
trade, the pleas of “ one-sided free-trade,” “ the n*ed 
of compensation for heavy taxation,” “ the competition 
of pauper labour,” etc., will not si'cin very formidable." 

^ Cp. Sumner, Froledionism, pp. 32, 33. 

For detailed discussion of the various protectionist arguments, .see 
Fawcett, Free Tradeand Proteetimi, pp. 88-133 ; ^\\\i\m\\rrotectionism^ 
pp. 114-155; Bastiat, “Soplnsnies Economiques,” tA'w/vr.s, \o], iv. pp. 
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Tliey arc. rather instructive, as illustrating' the various 
modes in which sentiments and interests are able to 
re-clothe themselves when their former ganiionts are 
worn out. We may, therefore, {)roceed to consider the 
general causes which support protectionism, and which 
may he best arrangisl in their natural order. 

(1) First among the forces which giv(‘ vitality to 
the system of restriction, the intinx-sted motives of 
special classi's of ]U‘odueei's shouhl Ik; mentitiiied. The 
history of American tariff-making affords many illustra- 
tions. Eae.h grou)) is sei'king to get a high duty for 
its own produel., while it wants to obtain at <1 chea[» 
rate the ra,w mati'rial on whi(;h it works. The forma- 
tion of the taritf of 1 8<S:1 maybe taken as a good 
example, and with respect to it the following passage 
from the work of an American historian will probably 
be sutticient evidence: — 

“The Ih-^torv of lanll’-iiiukiiig i.s not particularly honourable 
in all its (hUaib lo any 'party or mteivsl. It has loo often par- 
taken of a p('rM)nal tight by inanufaeturiu-s against the public 
and each other, d’he struggle on this occasion before Clongres'' 
lasted neaily the vhole .session. It was earnest and soinctinies 
bitter; sonu' inlerest.s were sati.vlied wdlh tin* final result, others 
w'cre not. The attempt to modify the tarilf brought into bold 
relief the numtirous coullicting interests and tin* dilliciilty and 
delicacy of the undertaking. As our indust ries bce.onu' more 
heterogeneous, tlm tarilf also grows more comjdex, and the ditii- 
ciilty of doing jiistue lo all is increased. For e.xanpde, the 
wmbl manuf.ictiirer'', to .succeed best, must have free wool and 
dye-stuffs ; on the other hand, both the.se interests desired pro- 
tection. The man 11 fact 11 reus of the higher forms of iron must 
have free materials to succeed best; on the other hand, the ore 
producers, the ])ig-iroii manufacturers, and every succeeding 
cla.ss de.Hired a tariff on their proelinas. It was not easy for these 


1-12() ; Cherbuliez, Precis, vol. 11 . pp. t)l-79 ; Bustable, Commerce of 
Nations, pp. 138-156. 
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iiit('Vf'Hts to agroo, and some of t.hoin did not. The iroii-on- 
])i'oducars desired a tiii'ilf of eighty-live cents a ton on ore; the 
steel-rail makers were opjio^ed to tlie granting of more than 
lifty; the manuf.ictiirers of fence-wire were opposed to an in- 
creasi' ol duty on wire-ro Is umhI for making wire, and f.ivoured 
a reiluetion ; tin; nianufactiiivis of rods in this country wen' 
desirous of g(*lling an ine.rtNw; ; the manufacturers of lloor oil- 
cloths d<'sired a rtMlue.lion or aliolition ol the duly on the articles 
usc'l hy them; the soaj) manufacturers desireil the putting ol 
c.iu^tic sod.i on the free list, wdiicli the vVinericau inanulactui'ers 
of it op[)osed ; some <d’ the wmollen inanulacturers were desirous 
that pi'ott‘c,tion should he gianted to the ni.inufacturers of dye- 
stulfs, and some were- not; the manulactuiers of tanned loxugn 
goat and sheep skins desired tlu' removal of the larilf on such 
skins ; those who tanned tlumi, and wdio wa-re much les^ 
numerous, were equally tenacious in maintaining the l.irilf on the 
raw skins ; and the same conllict arose between other interests” ■ 

This passage, wliicli forcibly illustrates the ofieni- 
tion of interested fiarties in the estahlislnnent of pro- 
tection, possesses the greater autliority, :is it is tlie 
admission of ti jiroteclionist, who regards tlie evils, 
which he is hound to narrate, as “ merely blotches on 
the picture, and not th(‘ picture itself.” In all countries 
“the interested so])histry ol‘ merchants and nuinufac- 
turei's” — to use Adam Smith’s woriU — lias brnm inllu- 
eiitial in estiihlishing those restrictions which emdi 
particular section thinks likely to advance its own 
business without the slightest regard to the general 
advantage. It is impossible not to recognise the fact, 
that the action of organised bodies, employed in special 
industries, in working for their own immediate benefit, 
has been one — if not the greatest — force in establishing 
and maintaining protective systems. 

1 A. S. Bulles, Fiiuinnal Uidory of the U, iif cl Slates 
pp. 479, 480. See Sumner, Ihstonj oj Protection la the Uinted Slates, 
j). 43, for similar coiiHicts in forming the taritt of 18‘21. 
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(2) Though tlie active exertions of small classes 
of persons may exercise a great elf(^;t on legislation, 
it is impossihle for them to pniserve tlie vantage-ground 
that tliey have gained witliout the assistance of other 
favourable c(mditioiis, one of which is ]>resent in eveiy 
community in the form of ignorance on all economic 
matters. Ovun- a hundred years ago, the fallacies of the 
mercantile syslem wt're refuted in Adam Smith’s great 
work; but before his time they had been exposed by 
many able wriUu’s wdthout much result ; and even at 
the 'present day, substantially similar doctrines fire 
regarded as self-(!vident truths by the great bulk of 
every community. Side by side with the scientific 
doctrines of economists, a popuhir political economy 
still nourishes, which approves of “ making work,” of 
“ spending money,” of “ emjiloying native industiy,” and 
many similar ffillacions ideas, it cfinnot, therefore, 
cause any snr[)ris(i to find protection }>opulur in the 
most liberal and enlightened countries, when we 
remember the various (UTors afloat in fill classes of 
society on the simjflest economic matters. Even 
amongst free-traders there is very often com})h‘te mis- 
conception as to the true basis of tlu^ policy that they 
support. Thus, it is sometimes believed thfit free-trade 
is only good when it, fis is thought, produces fin excess 
of imports over exports, or, again, that its advantage 
consists in securing the import of food and raw materials 
and tlie export of manufactures. 

(3) Avarice and ignorance are not creditable 
sources from which to derive a policy ; but protec- 
tionists may be consoled by the consideration of a 
third reason for the persistence of their creed, which 
has, ill many countries, exercised a great power, viz. 
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the sentiment of nationality. The operation of this 
iiilUience will hes^ be seen by noticing the areas to 
which the system of restriction is to be applied. In 
every instance it will be found that the line of custom- 
houses is to be coincident with political boundaries. 
It is almost universally admitted, that withm each 
nation freedom of exchange should (exist. List and 
Carey themselves would repudiate the pro}»osal to 
divide the several German princi})alities or American 
States by either revenue or prote(Aive duties'; in fad, 
the former was the originator of the Zoil-Vmvin, 
which gave internal free-trade to German/. Tlu' few 
exceptions remlly prove the ruh^. Afost of the advo- 
cates of protection in Ireland look on that country as 
entitled to a separate national existence. In the Kng- 
lish Colonies they hjok forward to separation, or hope 
to be included in a customs-league with (he molJier 
country, as some fair-traders propose* 'Fhe growth of 
a protective sentiment has been conne(‘t('d with a feel- 
ing that the interests of each nation are* o})posed to 
those of all other nations. Tin*, writings of protec- 
tionists in every (vnintry aim at exciting that interna- 
tional bad feeling which has been the cause of so many 
evils. No matter how varied may lu* (he conditions 
(jf industry, the same (*.lKiracteristic is apjiarent. In 
all cases those forms of production whi(’h are carried 
on at greater comparative cost have to be reduced or 
abandoned under the readjustments brouglit about by 
foreign trade. National sentiment is invoked to pre- 
vent this natural and beneficial change. Under 
the specious plea of supporting native labour, it 
undoubtedly gives support to the forces previously 
noticed. 
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The foregoing considerations seem to sufficiently 
explain the continued existence of*a policy which is 
entirely opposed, not only to the conclusions derived 
from scientific investigation, hut also to the healthy 
instincts of common sioise. Krror, however, does not 
cease to lie error wlien its sourci's have been dis- 
covered ; and therefore the whole system of restriction 
deserves nothing but censure and refutation. It is 
opposed to the most prominent tendency of recent 
years, which has been towards closer inter(!ommiinica- 
tion and multiplication of exchanges, inst(>ad of the 
exclusiveness and separation ('ither imjdiiutly or ex- 
plicitly advocated by protectionist writer.s.’ AVe are, 
on this ground, particularly justilied in exjuading that 
for tlie future the devidopmont of international ex- 
change will continue, owing not only to the improve- 
ment of economic hnowlcdgi^ and the earnest en- 
deavours of those wlio claim freedom of exchange as 
a natural right, but !\lso to the influence of what has 
been finely called “ Internal lleason — the sum of con- 
ditions resulting from tlie Inws of material gi'owth.” " 
A\diatever be the cours(‘ of (‘vimts, tlui soundness and 
expediency of free-trade I'cmaiu abundantly established, 
though it may be difficult to bring national policy into 
conformity with tlu', lawsuits of reasomal tlieory. 

^ Elf. .1 Imi^tliy work, wliu-h is wiittou with a great [»;ira(]e of 
.scientific kiiowlcctgc, lias for its eoiicludiiig sentence the following : — 
“ The neater ire ejune. to oniaiminti and cond net nuj ourvo'sivwnv.Q, in- 
dustries, as it ire wire the only nation on the planet, the nioie we shall 
make, andthe, more we shall have to divide amony the workers.” —Hoyt, 
Protection versus Fiee Tiiide, ]>. -1^5. The italics and capitals arc in 
the oiigiiial, 

Cp. Gitfeii, Essays in Finance {2iid series), pp. 276, 274 ; also 
Cournot, Th^oric des Kiehesses, pp. 521, 522 ; and lievue Sommaire, 
p, 338. 



(CHAPTER X 

CONCLUSION 

The general l)ie<»ry of iuk'rnational trade, its well* as 
the eouclusioiis tlieiu*e derived, liave lieeii stated in the 
foregoing ])a,L>es 'I'liis closing chapter may tlierefoi'e 
most litly he d(‘voted to tla^ examimilioii of some 
points, wliieli, tliou^h not actually ]>art of the doctrines 
jirevionsly deyeloped, are yi't necessary fur their correct 
apjU'ehension in relation to the other ]>arts of economic- 
science. The imjiortance of thoroughly umh'rstanding 
the alliiiities and proper })lace^(d‘ eaeli hranch of a 
scientific system will he sufficient justilication for the 
addition of this discussion. 

Among these outlying (juestions, [lerhaps the most 
prominent is the idfect of the transfer of the industrial 
agents from country to ('oiintry. Though the economie 
definition of a nation (}> d) seems to e.xelude the recog- 
nition of such a shifting, we have found lliat it is not 
only possible, hut, in fact, freipient; and it may he 
well to see in what wa,y the theory and its applications 
are thereby affected. There is one consideration which 
somewhat reduces the difficulty of examining this 
agency. In every society, the amount of each of the 
industrial factors is almost certainly in a process of 
continuous change, through tlie increase or decrease of 
• 157 
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population, and of the sum of accumulated wealth ; as 
also througli tlie variations in consumption and the 
progress of invention. Thus the results produced by 
immigration do not, in essence, differ from those that 
follow a rai)id increase of ])opulation; the influx of 
foreign cajutal nisembles an acceleration in the s})eed 
of saving, and we may reasonably hold tliat the final 
result will not be very different in either case. In 
this way the international movements of labour and 
capital become assimilated to the ordinary }»rocesses of 
economic life, and may be regarded as the same in 
their general effect. Wliat is really of interest for the 
present subject is rather tlu; tendency towards e([ualisa- 
tion of prolits and wages, which is the conse(|uence of 
complete mobility. It is'l)eyond dispute, that the very 
large emigriition of labourers from certain Euro])ean 
countries to the Tnited States has not so far lowered 
the rate of wages in the lattiu’ country, nor raised it in 
any of the former, as 'to pioduce even an ajiproxima- 
tion to e(pial rates of remuneration. This statement 
is still better foumh'd for earlier periods. Emigration 
is, in truth, guided largely by otlnsr than purely 
economic motives- -though at the present day the 
latter are gaining in comjuirative strength, and men 
are more anxious now tlian (‘ver before to leave their 
country “for tin; sake (jf betti'ring themselves” — and, 
as a ''xjnseijuence, tlu^ distriliution of })opulation is not 
such as to secure tlie greatest elliciency in the produc- 
tion of wealth. As yet, therefore, the law of cost of 
production is not aiiplicable to the values of imported 
commodities, and the ordinary economic theory of ex- 
change needs modification before it can be used in 
explaining the facts of foreign trade. The power of 
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emigration does, however, to some extent, prevent any 
one nation from acquiring all the gains which it might 
otherwise obtain from its superior natural advantages. 
Where tlui dillereiice between the lutes of wages and 
prolits in any two nations is consideiable, there, as we 
liave recognised (p. 9), a movenumt towards the country 
of greater productiveness will probably take phu'C, and, 
through the operation of the law of diminishing return, ' 
its advantag(!S will be reduced, while the inferior nation 
finds its position improved, since its population is so 
far reduced, and the hiast productive ])ortions of its 
capital have been sent away. 

It is instructive to compare the two ])rocesses by 
which the incr(‘<is(Ml wealth arising Irom mori'. I'fUcient 
employment of the ])rodnctive factors is divided. We 
saw (Cha]»ter 11.) that, by means of foreign trade, 
labour and capital were in each country distributed in 
such a way as to be employed only in the compara- 
tively most [uoductive industries in (‘ach country, all 
other wants being supplied l)y exi'lwuige, but that this 
did not cause the sacrilices on each side to he reduced 
to, or even tend towanls, a common level. To take 
our hypothetical case ([>]>. 2.*) .sv/ ), though A obtained 
,r, and 1) obtained // on bett(‘r terms, the amount ot 
enjoyment realised dcpetidcHl in the last I’csort on the 
elliciency of A in producing //, and of !> in producing 
.r, on which fact foreign trade could not direct],v act. 
Migration of labour and cajutal, on tlu'. other hand, 
will probably affect this eleimmt, by enabling some 
labourers in the iiderior country to ol)tain a share of 
the wealth of its neighbour, as also by allowing 
capitalists to invest in the more productive* enterprises 
of the superior country. The relations of the United 
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States with Phiropeaii nations afford a good illustration 
of tliese statenients. The gains of al^elnsses in Juirope 
liav(! most certainly been raised by tlie investment of 
capital in America, and tlu^ relief which emigration 
lias brought to the tliickly- populated parts of the 
former Continent. It is well lor us to qualify the 
conception of complete li\ity, which exclusive atten- 
tion to the theory of exchange would suggest, liy a 
recognition of the other facts presented in the conqilex 
relations of nations. 

In connection with the preceding question, a special 
point in the protectionist controversy, which could 
not be conveniently dealt with at an earliei’ time, may 
now be considered. Troti'ctionists often (daiin for 
tlu'ir scheme that it causes tlu' immigration of labour 
and capital into their territoiy ; and the same view 
has been taken by ])eisons who (hqilori' the emigration 
of English employers, caused, it is said, by tlie desire 
to get inside the tariff barriers of other counfries. A 
modification of this belief is found in the assertion, 
that under free-trade pojuilation ami cajiital would 
move towards the more fertile parts of the earths 
surface, leaving the poorer countrii'S desolati' — an evil 
which is to be remedied by the aid of a protective 
system. To deal with this doctrine, it is only nei'cs- 
sary to consider the cause's of emigration. So far as 
they are non-economic, they may be disregarded, since 
an avowedly economic measure will not affect them. 
The economic motive for migration is the hope of gain, 
which can only be brought into operation by the exist- 
ence of higher profits and wages in the duty-levying 
countries. Duties could, therefore, only diaw capital 
and labour into a country which was siqierior in its 
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resources to that irom which the labour and capital 
were (irawii, and ^vliicli would, all artilicial conditions 
aj)art, luwe a, tendeucy to attract those agents of ]»ro- 
duetioii. Tli(‘ Old}' pnssihle way in wliieh a jiroiectivc 
duty (iould liave tlie constspUMire attrdmted to it,, is 
either by wiilenini; tln^ niaiyin lietwecni tJie lati's of 
protit and wanes in tla^ two eoimtri(‘s, or ])y alleetino 
a s])ecial industry, wliose main piodiiclion was tor 
export * Tli(‘ eldef tield for tJie workinn ef tlii> toree 
woidd he in th(‘ (*ase of a l.unc ns a,nainst a small 
country/ hor instance, it was often alh'^ed in pr(‘- 
('ommoiuvealth da}s that Tasmania sntfeied from tlu^ 
jirotective policy of Victoria, which onciit to have, 
hccn its best customer. Swiss indnstiy has also lieen 
atTected ly the tariifs of France and (h'rinanv, and 
were Ireland ])olitically se]iarat(! troin Fneland, some 
of its industries minht, by means of piotcction in Fne- 
land, he transferred to that count ry T(» recoenise 
the possibility of a eivcni cas(‘ is one thine — to 
admit the ex])edi(‘n('y of creating;' it is ([iiiU- another. 
In the pivsent inslama' the (Wils ot the suppostsl 

' Tile caMj of the w.itcliiiKilci'is liioitiflil lioiii Swit/ci land by 
Voltairo, \v!ii(di is iiM-d by (Joiiinoi [Tlmirn' /ss ]i|i. 461)- 

17‘1), conies iindci tins laltiM- head. 'I'lie fiii-|ibile unlusliy is aLo 
instructive. Under the inllnencc of ilie laiilK o| |s;iO,ind ]S97 this 
industry has lieen esi.ililished and developed in tin' I'niteii Stales. 
Imports fioni South Wale'' ha\e lallen to .1 low pmnt. One lesiilt, 
however, InV'' iweii the fonnalion ol a “tiii'-l,” wliieh h.i> r.iistd luices 
to coiisiinii'i s Anotliei is l,]ie ”iowlh ol expoits liom South«Wbiles 
to oflu'i countlies. 'the elfeet, of lln ehea]iel jundiielion ot both iron 
and steel lias also to he fakmi into ai count See Tans^-i^r, “The Iron 
Industry in the United States” {Quditi'fhi JDurndl of Fa'ouoiiiics, vo]. 
viv. p]v. 502-506). 

“ A small distiict mij^lit sulfer ^^reatly hy the impo'^itiou of heavy 
duties on its trade with a laige neighbouring country. Tiie Isle of 
Wight, for exauipj.'?, niiglit be mired li} a wai ot tanibs with England. 

M 
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duties are evident. They lead to an artilicial anrl 
uneconomic distribution of industrial forces, tluis re- 
ducing the total amount of wealth ; they inflict loss 
on tlu*. consumers of the commodities, w^hose place of 
production is to be altered, while they fail to allow for 
the natural effect of economic developnamt in promot- 
ing th(‘. (‘stahlishment of all jiroiitahle employments. 
It cannot be shown that France has ])rofited by the 
efforts to transplant Swiss industries to its soil, nor 
that Swit/.(‘rland has been much injured by such 
atk',m])ts. Th(‘ general objections to a protective 
system ap))ly in all their strength to this particular 
application of it. 

Tlu‘ idea that freedom of trade may lead to de- 
population ri'sts on a confusion between two ditlereiit 
branches of economic action, viz. the unn^stricted 
exchange of commoditii's, which is all that free-trade 
prescribes, and the mobility of the industrial factois. 
The latter obviou.sly depends on entirely different 
causes, ami has little connection with the ])articular 
fiscal policy pursued. Germans emigrate in large 
numbers to America, Frenchmen prefer to remain at 
home, though both countries are jirotectionist in policy. 
In fact the probability is that wlu're economic inotive.s 
are the chief reason for emigration, protection will 
rather incnaise than diminish their force. Increased 
cost of living is not an inducement to the energetic 
ana prudent to remain in a. country, Imt that is pre- 
cisely what protection tends to, and we may therefore 
assert that the fear of de]K)pulation from free-trade is 
entirely devoid of practical foundation.’ 

The actual modo^in which capital is transferred is 
^ Cp. for further discussion of this point Appendix C. 
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seldom correctly conceived. In dealing with this 
subject, writers s'^em to believe — or, at all events, 
tliey suggest the idea to the greater number of their 
readers — that the ])assage of certain documents, or, at 
the utmost, of bullion, is the form which the movement 
takes. The real course of evfuits is thus obscured, and 
attention is fastened on tlie mechanism by which tl>e 
transfer is accomplished, to the exclusion of the i)rin- 
ci]).d ],)art of tlie i»hcnoui(mon. In idl cases it ought 
to b(! ])lain that capital is exported in the form. of 
C(»mniodities, or that the borrowing country is enabled 
to retain certain articles which would otherwi.s*; liavc* 
to be exported in discharge of its liabilities. 

I'he relations of I'lnglaiKl with most newjcountries 
exemplify the foregoing statement. The enormous 
loans contracted on the London Stock Lxchange by 
foreign states and companies are not c.omplete when 
the bonds are issued. It is furtlim- necessary to send 
the valiu; to the borrowing conutiT's, which is doin' 
by the extjort of commodities capable of being used as 
('apital by the imt'orting nathm. Iron and steel mils, 
for instance, formed a largi; item of Lnglish ('Xports 
till within recent years. They enabled new railway 
lines to be speedily laid down, and im-n'UM'd tin; powc-r 
of transport. Jiolling-stock for railways was also 
taken in considerable (juantities; and (‘ven services — 
in the shape of engineers and navvies wore grocifred 
for the same object. Articles suitable, for directly 
aiding production arc not, it must be added, the only 
mode in which capital can be t'xported. ( ommodities 
consumed by labourers constitute an important part 
of the total amount of capital, and the masses of 
ruder manufactures sent out some twenty-live years ago 
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by Kn<^lan(l show that a good deal of tlie value needed 
was exported in thiit iiiainier. 

The distiiietioii drawn by some advocates of re- 
strictive duties betwet'u raw material and iiiiished 
})rodiicts is, perha])S, due to a ('onfusiul idea of the 
e\]>('di(‘ne.y ot im])orting ea]>ital, as distinguished from 
articl(*H of eonsum])ti<>n ; but tlie real natni'(! of the 
])lieiiom(mon is V(‘ry imperf('etly understood by them, 
since it is im])ossil»le to say what articles iiiay dis- 
charge the function of ca])ital in any ])articnlar case. 

It may now fairly l»e asked, What is the scientitic 
and practicid valiK*. ol' tlu‘. doctiini's vlueli we liave, 
bemi engaged in eonsidiu’ing Is it not likely that 
economic, and D'clinical devi'lopment will in no remob' 
futuri' rmidm- all the. world om* country, and wdiat 
tlum wall become of ‘ intmiiational tiade’V The 
answer is suggi'.stiMl by the, general course wdiich 
economic science luis taken. A scimitific dotdaine is 
found to explain soim^ given group of facts; if the 
subject-matter of tlu* doc.trine disajipi'ars, the. explana- 
tion of (course cixises to be of practical ingxirtanee, but 
its scientilic value doc.s not lh('refori^ perisli. Slavery, 
for instance, is a,n economic, ([iiestion which has I’or 
ns little practical ap])lication ; it does not therei’orii 
follow that th(‘ student c.an gain no beiieht from a 
study ol’ the admirable writings on the subji'ct. They 
aid in inteijU'eting historical cvimts, and give; models 
of sound research applied to (inestioiis beyond the 
reach of ]>rejudici* and party feeling. A like service 
may bi^ done by the remarkable work of the English 
school on the question of foreign trade. The study of 
Kicardo, J. S. Mill, and Cairnes, will clear up many 
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dinicultie-H in the course of economic growth, and will 
serve as a disciplifle to the impiirer. 

Jlut wliile asserting tlui ])ermanent value ol“ the 
theory in its scientitic aspeet, it is not intended to 
admit tliat its pr;i(‘.tical un])ortanc(* is likely to soon 
diminish. The causes which have estuhlished, and 
still maintain, dilt'crent nations in the economic seiisi', 
are veiy d(*e]) seated ; ' and as long as those bodies 
continue, then* will he n(*ed lor a doctiine ol' tlu'ir 
relations. It is jiossihle that lu'w featun's will 
a[)pc!ar, and l-hat some, old oiu's will he lost -so much 
is to h(‘ found in all sciences which deal with a 
cliangiiig suh)(‘ct — hut iJie essmitial a,sp('cls nf tin* 
llieory will for a. '.'onsidi'iahh*, lime rema.in intac't 
When new political and somal forms, inconet'ivahli* at 
])ies(int, have heen (^slahlished, then it imiy he (Init an 
(“iitirely mnv mode of treatment will Ik' reipiisite in 
this as 111 otlu'i- parts oi (‘coiioiiik's, or (‘ven that then* 
will h(‘ no jU'essing neeessily fo/ an) (reatmeiit ol‘ a 
non-e\isl(‘nt subject. 

WTiatnver he the fate of I he tlu'ory and its applica.- 
lions in the future, we may here (‘injiliasisi* our 
])rinci])ai conclusion as to conduct. It is a lu'gative 
one. ( Jovernnienls in their dealings with foreign 
trade should he guided hy the inuch-vililied maxim of 
laifise: /((Ire. To avoid misinterpretation, let it he 
remeinhered that the precept rests <ui no tlieoij)^ of 
abstract right, or vague, sentiment of cosniojiolitanism, 
hut on the well-founded beliel' that national interests are 
thereby advanced, and that even if we lieiiefit others by 
an enlightened policy, we are ourselves richly rewarded. 

' Cp. the remarks ol Professor Flint, r/u/osopln/ oj History (1893), 
pp. 2i), 27. 
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HISTORY OF THE THEORY 

Tillf; ilicory of iiitornutional trade bus been developed in 
tlic \va.y usual with seicntifio do(^trines. It eoiiiinenc(Ml in 
the shape of praetieal rules, whudi, lio\V(!ver, necessarily 
implied a groundwork of theonitie cone(‘ptio?is The 
eaiiiest form of such doctrines, so far as can he gathered 
trom the course of legislation (if that term may lie aj)plied 
to administrative regulations), advisial tlie retention of 
specially useful commodities within the national territory, 
a,nd amongst these money naturally obtained a. chh'f placi'. 
The ruder application of this idea was called by Jones 
the “balance of bargains” system. It sought to regulate 
every exchange; and, in this way, to let no money what 
soever leave the country ^ d'hc more relined mercantile, 
or “balance of trade” theory, aimed at expoiting more 
than W71S imported , thus keeping up a favourable balance,’ 
and, as it was su})posed, causing an intlux of money. 
The best-known English representative of this school w'as 
Thomas Mun, the author ot England' a Treasme !>y Fonaign 
Trade (1661).’“ The English wu'iters on commerce df the 
seventeenth century contained amongst their numbers some 
advocates of the highest form of empirical doctrine on the 
subject — the free-trade system. Of tliese, Dudley North, 

^ See the Essay ou “ Tlie Primitive Political Economy of England ” 
in Richard Jones’s Remaiaa, pp. 293-336. 

“ See the reprint issued by Harvard University in the series of 
Ecoiiomic, Glassies, edited by Piofcssor Ashley. 
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in Ills of 'Tnidr (1G91), was the most remarkable. 

In his brief pamplilet we lind the followin^^ profound 
remai'ks : — “ 'Pbat the whole woild, as to trade, is but as 
one nation oi* peoi>le, and therein natiojis are as persons.” 
“That a, })(*(>ple eannot. want money to seiae tin; ordinaiy 
dealing, and more than enouyh they will not have.” 
“That (‘Achan_e;e and ready money are the sanui, nothing 
but carriage and re-earriage being savf'd ” And it con- 
cludes with the sage ri'lleetion “ 'I'lius wiMiiay labour 
to hedge in the cuckoo, Imt in Aain, lor no ])eople e\ei 
yet grew rich liy pobcii'.^ , but it is pi'ace., iialiistry, and 
tVcellom lliat brings trade and wcallli, .iiid nothing else.' ' 
'The anonymous w 1 iter of (*onsul/'i(ihon.< on flic End liidto 
Tiodr also sets loith a sound commerci.d ]»ohcy, and 
justilies It by logical aigiuiKMits- 

A more ad\anced position was taken by Hume in his 
Econooio of He points out the natural dis 

tribntion of the jnecious metals, as well a,s the iiilluence 
of the exchanges in maintaining e(piihbi]nm; and he 
almost reaches tlu' conception that imports imply cor- 
responding exports. ■ Tiie ('licet ot paper-money, and the 
supposed need lor expiu'ting surplus goods, are, however, 
eiToneously tri'ated. From Hume to his great contcnqiorary 
Adam Smith is a natural transition ; but we cannot say 
that there is any sp('cial contribution to the theory of 
foreign trade in the ircidlli <>/ Eoltoios. His views on the 
ri'al advantage of such tiadc ai'C somewhat doubtfully 

‘ 'Dili (|iiolcil .itoxc .lie .s.uujih'^, ol this iim^t suggestive 

traet, wliieli is te )»e roiiinl ill Si'/iyf 'I'nO'Isoii (’uinmctcc (edited by 
.) R. M ‘( 'iilloi li ). The ’iiasMige'i ijuoteul die liolu J>|>. 514, 

and 5‘#.J. 

- Koi ,m iiist I iietiN ti aeeoiiiit ot thei'arly Eiighsli tieedrade willeis 
see ^u.le^-or Ashley’s \aliiable article, “The Toiy Origin of Free 
Trade Policy,” Quaiicilii Jnurnaf of Econoiak’^, July 1897, vol. xi. 
pp. 385-a71. 

“ Eaeli new aeie ot \ iney iid pLinted in Fr.ince, in order to supply 
England witli me, would make it red|uit>ite for the Eiench to take 
the produce ol an English .leie soa\ n m wheal or barley, in order to 
subsist theinselvcM. ” - fVorls (ed (Jreeii and Grose), lii. 33(1. 
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expressed, while his explanation of the division of gain 
between two trading countries ^ is plainly erroneous. Nor 
has he grasped the condition governing the international 
(list fibution of the precious metals. The ({ualities ex- 
hibit(;d in that woi'k by its dlustrious authoi* were, in 
truth, jihil(jsoj)hic breadth ol view, eareful obseivation, 
and homeliness ot illustration, rather than the analytic 
power so remarkably displayeal by Ivu^ardo, and which is 
essential in handling (piestions ol (aineiiey and exchange.-' 
Adam Smith, however, if he did not develop a dclinite 
theory, at least disjiosed lor ever ol the mercantilist 
doctrines, and thus lelt a clear field lor a muv and more 
positive construction. 

His immediate lollowers made some valuable contribu- 
tions, such as loisler’s distinction hetwa'cn the balance ot 
debt and the balance ot trade,' which removes the basis of 
many errois, and Torieiis’ (hniioiistration of the ad\antage 
of foreign ti.ide, with his lecognition of the divisioi: of 
the total gain among the tw'o parties trading.' Hut the 
scientific theory <>1 international trade must lie credited to 
Kieardo. Ills pamphlets on the curienci' <piestion pie 
[lared the w'ay lor the more gener.ii treatimnit, which is to 
be found in the seventh chapter of his J‘i The 
contents of that idiajiter aie but the expansion and illustra 
tion of three cardinal propositions, wdiich constitute his 
theory of foreign trade, and which run as follows;— (1) 
“No extension of bjreign trade will imimsliately increase 
the aui( 3 unt of value in a country, although it will very 
jiowcrfully contribute to increase the mass ot commodities, 
and therefore the sum ot enjoyments.” ' (‘J) “The same 

rule which regulates the relative value ot commodities in 
one country docs not regulate the relative value of the 


’ W'eultk vf Nations, \}. 199. 

- See for a more favourable jiulgmeiit, Lomu, La Moncta, pp. 22 sij. 
The Trinciple of Comvieicial Exrkawjcs (1804). Thougli Sir J. 
Steuait- -a.s already menUoiied (p. 74) — iiicidoitally notices the dis- 
tinction ( Works, m. 216), he completely fails to gia.sp its .signilicanoe. 
^ The Economists Mifut'd (1808). •’ fl'oiks, p. 72. , 
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commodities exchanged between two or more countries.” ^ 
(3) “ The money of eacli country is jfpportioned to it in 
such quantities only as may ])e necessary to regulate a 
profitable trade of barter.”- The elementary principles 
governing exchange between nations are here brieHy but 
clearly indicated, though the form <tf statement will be 
lound to need alteration and I’evision. ddie special 
questions of bounties on exportation and of colonial trade 
are dealt with in se})arate cliapters, wliich are highly 
suggestive as to the genei’al conditions allecting inter 
national exchange, 

Janies Mill’s FAeiiicith (3rd ed., I<S21) gives a short 
statement of Ricardo’s i-esults, and improves their arrange- 
ment. Senior’s Jjrhiir^^ on flic of OhlainnKj Moncij 
made the first st(q) beyond Iticanhs though tlu' conditions 
governing the value ( J money are not fully recognised by 
him, and the main point of Ricard(»’s doctiine is I'ejecbid. 
Still the eonnectioti of money wages with (hlicienc y »f 
work is an impoilant contribution ; and the tnui theory, 
as a whole, is almost staL'd in tin', a,ss(!rtion that “the 
portableness of tlie jina-ious metals, and (he univei'sality of 
the demand foi* (hem, .render the ivhole commercial world 
one counfay, in which bullion is tin' money, and the 
inhabitants of (‘ach nation foini a distinct class of 
labourers.”-' d’he next advance in the theory was 
supplied by .1, S. Mill in his discussion of the conditions 
determining international value ; ^ a,nd it may be said 
that he succeeded in getting the whole body of doctiines 
on the subject into a convenient form, though, as has 
been pointed out in the text, there are .sundiy gaps in the 
argument, and sometimes the inferences as to actual cases 
are unfounded. The views set forth in Colonel Torrens’ 
Budget, though prior in publication, were not adopted as 
early as those of Mill ; and the elements of truth con- 
tained in that work are mixed up with curious oversights, 

1 fVorH, }). 75. - Ihid. pp. 79, 80. 

' Three Lectures on the Cost of Obtaining Money, p. 14. 

' Essays on f^ome Unsettled Qut’slions of Eof/Utcaf Economti, p|e 1-10. 
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some of whicli Avere pointed out by Senior and MeriA^ale 
in the controversyt which arose on the various points 
involved. The third part of Cairnes’s Lnufitig rihicipks is 
devoted to a discussion of the whole sul)joct of foreign 
trade. Me seeks to modify Mill’s results hy a fuller 
recognition ot the action of non comjieting industrial 
groujis in doinestic trade, winch to s{)ine extent allVcts the 
doetriiK' of comparative cost, and the rales of wages inten- 
nationally considered. He fiirthm- handles some topics . 
insufliciently treated by Mill, such as the ellect of in 
<lebtedness, and the connection of prices with the gain from 
foreign trade. 

Ill later English works (he views of Mill have been 
generally adopted xvith vaiious modilieations and minot 
diU’erences. Thus Mr. ShadwadI has objecteil Ui tlu' pait 
dealing with international \,dues, and Mr. Sidgwiek has 
taken a peculiar view of Mill’s conception as to th(‘ basis 
of his theory. Professor Maish.all has ])ii\ately issued a 
mathematical study on file basi,', (d’ tlie Eicaidian doctrine, 
and Professor Edgeworth, in his mastmd) j)a[)ei>. while 
accepting Iticardo as “the Ibiindcr of the tht'ory,” athinis 
tiiat “Mills e\))osition is still nnsiii jias^od. ’ ' 

The tlu'oiy has had far less accepta,nc<‘ on the ('On 
tinent. hVench wiiters in ]»atticular ha\(' K'garded it 
as unduly subtle, and as nnnecc'ssarily .abstiact 'I'lieir 
opinion may lie summed up in the judgment of M. 
Maurice Block. — “ les cconomistes du continent ont bien 
fait de laisser ‘la th6oric du valcur international’ de 
I’autre c6te de la Manche.” ' A distinguished exception 
is, however, found in A. E. ( 'herbuliez, who has given an 
admirable summary, and though Eonrnot — who stands 
apart from the ordinary French school — is a hostile Critic, 
he has devoted much attention to the subject.^ 

' Economic Journal, vol. iv pp. t‘Jt-ll‘t, i)06-638 ; set; 

e.specially pp. 606, 607. 

^ Progris de la Science ^co7wmique, vol. li. p. 17'^^ 

See, for further notice of French waiters, the valuable introduc- 
tion of Profos.sor Saiivaire Jourdan to the French tianslation of this 
work. 
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Amongst Cierraan economists, Kaii and Roschcr have 
embodied parts of the theory in theii\,tGxt-book.s, but the 
most important discussion is that of Mangoldt, wlio has 
developed Mill’s doctrines with decided acutenessd 

In Holland more notice has been given to Ricardo’s 
theory, which has been expounded and ciiticised, especially 
in the woi‘k of Ileauion, etitithMl rii 

(1888). 

Italian economists have also recogiiise<l tlu', value of 
the work of the Kaiglish school in respect to this subject, 
(’ossa, Pantalconi, Loria, lkiret<», and Loriiii may be men- 
tioned as ju-ominent contiabiitois. 

For the United States there is (.leneral Walker’s ably 
popularis(‘d exposition in his roJiliral Eroiu/H/i/ (edition of 
1887), while ^lr. iJowen - has sought, but without success, 
to utilise the theory in favour of protection. Professor 
Taussig’s admirable stiidii's apjily its main features to the 
economic condition ot the trade of the United States.'* 

' dridiili tf:fi dcr jip. Slh I’lo- 

U'Ssor til’s ( I'j'imom u' .hni.iiKt/, \i)i. iv. pp. ti'j0-()36. 

“ Anui-iciiii I’olitn'iil, iu-nihimii (Isl (‘ditioii), cli.'ip xxic. 

^ Tdi tj) /lifiloni i>f the A'/e/f’s, and aitidds in tie* Qiutrtcrlij 

Journal oj Erononurs .and Erunoiinr Join nat. 
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ON SOME COlJNTEUTllKOiMES OF IXTEh’- 
NA'I’IONAf. TRADE 

The siiitciiKMil of :i theory ,i^nves suttieiciU, opportumly foi- 
of its eoiisisteiiey ; but it is jioshiblc tor a series of 
])ropositious to Ix' logit ally (levelo})ed, aiul yet, owing to 
oiiiishioiir, 111 the pn'inisc'', to fail in inter[)reting the pheiio 
iiiena it* whuih it isapjdied. Moreover, a. simple)’ ex])lana 
tion may be a\ailabh',, which will st't aside moic claboiate 
accounts ; and therefore it will be well lor us to evaniine 
any opjiosing theoiieson this subject of iiitei national trade. 
If it should a[)peai’ thal these various doctiines tail to 
elueida.te some p.lrt^ of ihe subject, oi that they really 
seek to e.vpkdn something dillerciit from the leading facts 
which ha^e to be handled, then they, by then’ inherent 
weakness, will to some extent, eonlirm tin' doctrines set 
forth by the great Fnglish economists 

ddie first theory that will cl.mn our not, ice is 
that propounded by the distinguished l’'iciu'h mathema 
tician i\. vV. (VniriiotJ The ])rominen(’(' into which his 
name has been brought by tlie wi dings of Jevons and 
Wallas, as well as the real merits of his work, entitle liis 
doctrines to a ean'ful examination , tin* more so, as (.’ournot, 
has himself si'vcrcly eriticised tin* Ricardian theory of 
foreign trade. Those criticisms have been dealt with in 
the text, but the positive side of his system must now 
be considered. Tt consists in the suggestion, rather than 

^ Thi'iiric (Ics I! i fj( rsses ISUli), Lnu; III. cliajis. iv. v. m. ; 

(•]i. n No Ins Vrtnnpes Mothnutttiqucs^jiXx. x. m. xn. ; and hi.s Jieme 
Soiinnifin:, py. 20 1-21 d, 268-277. 

i7:j 
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precise statement, that a nation gains by exy)ortatioii, and 
loses by importation. This surprising result is obtained 
by calculations based on certain assumed cases, which so 
far resemble the device eni])l()yed by Mill in treating of 
international values. They, however, difler widely in 
another respect, viz. in the nature of the abstractions 
adopted. In Mill’s exj)osition the broad facts of exchange 
are so simplilied as to .stand out (;learly, and to admit of 
conclusions being drawn without the encumbianeo of ex- 
traneous details ; while in (^)urnot’s ca.se.s, the eomj)lication 
is of a high degree, and the conclusion is vitiated by some 
serious errors; for- — (1) The conception of pi'ice is used 
throughout, notwithstanding that the ^iduc of money may 
vary from country to country -a course which of itself 
suffices to rendei’ any sound result unattainable. (l3) Tn 
the chief instance' on which the theoiy is worked out,^ the 
law of diminishing I'e'turii is oyeerative, and on this exceyv 
tional, or at le.ist yeartie'ular, case', a geneial emnclusion is 
formed, (d) The etlect of foreign tiade in causing a 
reaeljustment eef yeroeluctive yeoweir is y)asseel eever with a 
vague refereiu'c tee his pievie)us eliscussion on the e'onditions 
eletermining the growth of capital, ’ in which it is implienl 
that the bare fact eef elemand is, in .se)me case's, a sufficient 
iv.asoii for inci-e 3 ase'el proeluctiou. (4) A further crre)r, 
which may indeeel be rcgaieled as the greeund-ieh'a of all 
his syeeculatieens een the* subject, is to be found in the denial 
e)f the nece.ssary connection between inifeortatieni and ex 
portation. It is at firht assumeel by him, anel at a later 
stage e)f his inejuiry e\[)re',ssly asseibeel, that a cemimodity 
can be oxyjortcel with yu'ofit to the exyiorting countiy, 
while the commeielities .sent back in leiturn are not .suy> 
poseel to yield profit to the eueuntry thus yiaying ; so that, 
to use his own words, “the two markets are; imi symmetri- 
e;a,lly situateel.” •* '^riie calculations, tlierefoi'C, rest on 
assumptions which arc not only unreal, but also, in general, 
impossible ; and they thus slieew the futility of handling 

1 Throne des Ridu’sscs IseiS), fjivrc III. yip. 

“ Ihid chap. ii. •* Ibul. p. 328 ; Ikvue ^omitiatrr, yt. 2015. 
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such pi-oblems without the preliminary safeguai-d of ex- 
ami nation into the essential conditions involved. 

These very serioifs defects in Cournot’s treatment of a 
to[)i(* with wliich his remarkahle keenness and analytical 
power would seem to havi' jieculiai-ly fitted liim to deal, ha\e 
naturally led to speculation as to the cause of hi.'> failure. 
Professor Kdyeworth, who has clVectively criticised Cournot’s 
paradoxical results, attrilmtes it “ princijudly to the ney;lect 
of Consumers’ lumt”;' while Professoi Irving Pishei' 
as(‘rihes it to a malhmnalical error resulting from “gross 
carelessness. ’ ’ l>ul. (he non-iecognition of consumei’s’ 
rent is oiil\' one, and that not the- grave.st, defect in 
Cuuiaiot’s discussion Ills mistake in a matlu'inatical ])ro- 
(‘css might {'xplain tin' t (‘suits reached in the 
MdfItniKilifjtu's ('f IS.IS, hut could hardly account for the 
elaliorate argiunents in the Tln'mif’ ile.fi. /jV//c.s,sV’,s, piddished 
twenty-live yea,rs latei, and })ivpared with knowledge of 
.1 S. Mill’s in\ estigalions 'The most jirohahle ('-xpLination 
appi'ais to !)(' tiiat, notwithstanding all his intellectual 
vigour, Cournot was in this case inllueiiecd hy a stioiig 
hias aga-inst the, free-traih^ doctriin' of Adam Smith and his 
followers, wlio were foi' him, as for Cist, “a school,” and 
tin' advocates ot “a systi'in ” llis cwnteiiijitinnis treatment- 
of one of tin' stroiigijst arguments in the //Va///( of 

the rni as he calls it- is a good illustration of 

this disposition, llis protestations of impartiality referred 
to hy Professor Idsher were jifohahly sineeie, hut they do 
not alter the fact that, on |)assing into tin' rcigion of 
foreign trade, “this sujxu'ior intclligeiiee, e((uipped with 
the most scii'iitiHi; apparatus, seems ... to have taken a 
wholly wrong diia'ction. Ih' has not only committed errors 
in formal reasoning, hut also lias missed general conceptions 
a[)propriate to the subject.”-^ A [»redis[iosition tu accept 
conchisions that are universally admitted to h(' erroneous 
was, we cannot hut think, the nxison for this sudden fall. 

Ecnuoniic Journal, \oI. iv. |i. ir»2. ’ 

' Qua rUrhf Journal of Er.otionnrs., va\ xii pj). 129, tjIiJQL 
* hilg(!worth, Economic Jou'p\aJ vo], iv. p. 620 
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Ilenrif Sidgwick. — Allusion has already been made, when 
treating of international values, to Sidgwiuk’s doctrine 
on that subject; it will jiow be CApedient to examine 
it more closely. Put briefly, it luns as follows : — The 
peculiar features of foreign trade' arei due to the fact of 
distance, which makes tin; process of (exchange betAveen 
different placets a costly one; since there is the twofold 
expense of (o) sending commodities out, and {h) getting 
back other commodities in payment. 'I'he problem of 
international value consists in tin; (h'.terniination of tin; 
conditions governing tlu' division of this cost between the 
countries concerned.^ It is at once evident that the 
(piestion as thus staled is different fiom that discussed by 
d. S. kill! “ The hitter seeks to determine the division 
of the total gain aiising from foieign trade, and in so 
doing, considers flu* losses which are a, diminution of that 
gain ; while the tln'ory undei (amsideaation deals only with 
one form of this diminution. It is therefort; necessary for 
IIS to estimate tlu' comjiarativ e. woith of these theories 
in explaining economic phenomena; and here Mill’s 
superiority can hardly be doubled. His investigation 
takes in every tiling tri'afed of by Sidgwic'k, win.), on 
the other hand, admit., that he has furnislu'd no solution 
of the division of gam in mtei national trade.* Again, 
the position of money is not .satisfactorily handled by 
Sidgwick. He states that it varu'S in value from country 
to countrv', owing to the ('xistence of double cost of 
carriage; and to escape the la'sulting difllciilty, be ])ro- 
])()ses the adojition of the conce[»tion of “real price,” that 
i,s, price “estimated not in the actual money of either 
country, but by a .stamhud of vailue common to the 

‘ Sidgwick, of Poiificdl priuioriin, took li. chait. iii. 

pp. -JO'-t 216. 

- J*i innph’ft, hinA i\\ ( h.ip win. 

' “ It may ho o1>S(*r\ ('<1 that tlio tlicorctic.il dflci miiiatiou ot llio 
division of the expenses of Foieign Tiado does not eiiahle u.s to 
detormino the total .miount of tfie gam resulting from sueli tiade to 
either nation.”- Pi oicip As, p. 216 . 
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countries, obtained by estimating and allowing for the 
differences in the ^aliie of actual money.” ' Ileie the 
effect of comparative intensity of demand on the terms of 
exchange is quite ignored ; Imt so long as labour and 
caiutal are not niolnle, this element cannot be neglected. 
It is, in truth, by jdacing in the backgioiuid the funda- 
mental fact of the dithcnlty of moving the factors of pro- 
duction from one nation to aaiother, tha,t Sidgwick's 
theory is essentially defective, liis explanations would 
really upply far better to the eas(* of exchanges Ix'tween 
difftirent places in the same country, where the conditions 
that he assumes are more m'arly realiscal. finally, his 
criticism of Mill can haidly be accepted, lie fells us that 
Mills “ eri'or aj)p(;ars to me most simply manifested in 
the earliei part of his argument, in which to (‘\hihit most 
simj)!}' the ‘ elementary principle of lutcniatioiia! Values,’ 
he omits tin*, eonsideiatioii of the cost of ea,rriage ; ami 
supposes, foi' the sake* of argnmeut, that (he carriage of 
commodities from one country (o the other could he 
effected without labour and without cost. It is easy to 
show that, under the eirenmstances thus supposed, cost of 
production must determine the value of exjiorted com- 
modities, just as much as the value of commodities con- 
sumed where they are made ; except we. make the further 
hypothesis, rarely likely to he ri'alised in tact, that, after 
the trade is established, there is no jiroduet coitnitoit to the 
trading countries.”- This contention jiasses over tin* fact 
that Mill expressly regaids “the fnrtlier hypothesis” as a 
necessary consequence of the non -existence of cost of 
carriage. “ But for it,” he says, “e\ery commodity would 
he regularly imported or regularly exported. A country 
would make nothing for itself which it did not also make 
for other countries.”'^ We have seen (pp. 20 and 35) that 
this statement is not correct ; but the modilieation that 
we introduce gives no aid to Sidgwick’s argument, 
since, where the law of diminishing return is in operation, 

^ rrindples, ]i. Hit. 

' }'. 20t). Ibitt ni. IS, § 2. 

N 
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demand and cost of prodnction act on each other — in- 
creased demand raisinjj; cost, and incrjascd cost reducing 
demand. 

Sidgwich, in the second edition of his Pmu'ijtles, 
replied “that this does not amount to saying that there 
would he no product, common to any two tiading countries 
if cost of carriage were non existent,, since two countiies 
might stdl make the same tiling for expor t to a third.” ^ 
This admitterl of the obvious answer, that, as the earlier’ 
})ai’t of Mill’s exposition refers to the <’ase of two counti’ies 
cut oil' from the rest of the world, the sup])osition of 
these countries exporting a common pi’oduct to a third 
country, rr inaccessihle, canirot he errtertaincrl. 

Drofessor Edgeworth, however-, nraintairis the position 
which Sidgwick tacitly ahaiidoned. He invokes the 
authority ol Marrgohlt in support of his projiositiori, that 
(‘ven under the utu’eal hypothesis of two counti’ies with 
commodities jiroduccd at constant cost and cost of cari’iage 
altogetluM’ absent, there maybe a commodity “])rodu(‘ed 
in both countries, exported from one and imported into 
the other.” 

In the disti’ibution of industries between the t^\o 
countries each will select those for the jiroduction of 
Avhich it jiossesscs a ?’c/e/u’c advantage , but it is ])ossibh', 
and in the case of counti’ies with a gi'cat many products 
highly jii’obable, that one commodity (./:) will be on the 
mar’gin between imjioi’t and ex])ort. Hicn in I'espect to 

one country (A) woll jirodnce for the home market wdiat- 
ever tlu' I’csiduc of its ]»roductive jiower Avill yield, and 
will obtain the needed siu-plus by importation from the 
other country {!>). On the other hand, B will produce all 
of that is lerjuired for home use, and will export the 
balance which is demanded by consumers in A. The 
natural objection that there is no prolit to be made by 
this expoi't is met by udercnce to the consideration that 

^ }). 206, note 1. For a disemsion of the case of three 

coiuitiacs Hermafhenn, vol. vii. p|». 120, 121. 

^ Ecutwmic Jouinal, vol. iv. p. 620. 
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no OYti'ci prolit is rc«|uiml, hiiice cost ot curri.igc lining 
ml, pi'oducers in arc content with the jirofit of their 
lionic market. In fart, so far as rnuniiociiil coinjielition is 
concerned, the two countries liave liecinne one niai’ket 
with a common level of values. I’his imjioitant explana, 
tion gl\(\s mnerthi'less no siijiport to Sidgwick’s cast' 
against Mill (as, indeed, I’rntessoi Mdgeuorth Inllv iccog- 
niscs) f’oi though tlu're is a,n e<|ualisalion of \ allies in 
the two coiintrii's, t-heie is no tendency tewards eijiial 
1 (‘muneratioii of sacrilices. liidi/sfi /<(! com|ietition is (mc 
tirely ahsent. lienee the common commodity ' is, or in. ly 
lie, jii'odiiced at vmy dill'en'iit costs in the two conntrii's 
A and I>: so that th(‘ essential })art of Mill’s e\p(;sition 
holds good, though sonii' of his incidental stateim'iits an' 
inaccurate and rcipiiri' modilic.ition ‘ 

.1//. ShmUiril --Ml'. .1 L. Shad\v(‘ll, in his useful 
manual,-’ while aceepting the main n'sidls df the kica.rdian 
theory of iiiteinational trade', takes evce'ption to iMjU’s 
doctrine of intm-iiational value on (he ground “that In* has 
not leally e.\'])laine(l the subject, but has merely le state'd 
the problem in a dilleient w.ay M and that, in fact, the 
eipiatioii of inti'inational deinamt, fai from being an 
important n'.sult, is simply a, truism This ciiticism is 
supported by the statement of what, is claimed to bi' a 
more accura,te ex])lana1ion of the causes legiilating inter- 
national values. In an earlier part ot his treatise Mr. 
Shaxlwcll adojited a jieciiliar definition of v.diu', as being 

1 I’loiVssoi Edgowoith’s v.ahi.ablc and ('oiirlfuus ( nlnjifiin of llio 
oiuir coutanicd in the coiicsponding ]).is->.ig(' in the .si'cond ('(litioii of 
till', uoik (s('(' Eiuiioinic JoKniii/, vel. \ii. ji)! .‘{il.S- lOd) lias 
[lie maLen.'il for tlic inoie conect stafonieiit given .ihow, .tnd has, in 
addition, educidated a .s[iecially dilhcnlt ]>art of Ihi'^ cuniplio.itrd 
siihjeet. ddie niistake of formally denying the jiossihilitv of a ooni- 
mon [iiodiiet was the less eM;n.sable .is its existeiiee wa.s leeognised 
in tin' special case of .i large country trading with a 'Ainall one {sii.pra, 
|i. i;t), .IS also in the ca.^e wdioro jiroductive jiower was liniited (2nd 
edition, p. 182), 

- Eijsfcm of FoUfiatl Economy (London, 1877). 

Shadwell, jt. 400. 
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“ the esteem in which commodities are held as measured 
by the quantity of labour which will h ? given in exchange 
for them,” ^ and from this ]K)int of view he concludes that 
“ to the question what determines the valuta of a foreign 
commodity, it may'he answered, that it depends on three 
things; its cost of production, tlie difference between the 
eiliciency of labour in (lie two countries, and the cost of 
carriage.” ’ 

ft is impossible to accept either the critical or the con 
structive ]»art of the doctrine just stated. Mill’s theory 
does not consist merely in the statement of the equation 
of riu'Jprocal demand, but in the indication of the forces 
which are in opmation to produce that ecjuation. Com- 
parative intensity of demand will have an effect in deter- 
mining the lluctuations of international values within the 
limits set by comparative, cost, ddiis real element in the 
problem is recognised by Mill, d'liei’o is no place foi’ it 
in Mr. Shadwell’s account. Therefore, even granting that 
his conception of value is correct- -though it is only a re- 
assertion of the long abandoiKHl doctrine of Adam Smith 
— still his theory is not complet(>, and eonseiiuently can- 
not survive in compt‘,tition with Mill’s wider and more 
thorough explanation. 

' Sliadwt'll, [). let. 


- IhuL \K 40t. 
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OX SOME DISPUTED POENTS IN INTEU- 
XATIONAE Tlv*AI)E 

1. The e.i'potiiHon of ihr ihronj of iiite'iuolwiinl in /cnns 
(f nioiK/i 

EN(ilJSf[ economists, in dculini;- with the lliorny snlijcct of 
international values, li;ive usnall}' simplified their (‘xjiosition 
by rogardinj^ foreign trade as being in form what it is in 
fact — the bai ter of commodities. This has been the method 
of .1, S. Mill and ('airnes, as in la, ter years of Professor 
Marshall and Professor Edgeworth,' Exon Eicardo, who 
generally reasoned in terms of juice, when apjU'oaehing 
this special (juestion in the famous* seventh ehapter of his 
Prlncijile^ enijiloys units of labour.- 'I’he conlinenlal 
folhnvers of the English seliool — Cheilmlu'z, Mangoldt, 
Heaiijoii — take the same course. On the other hand, 
Cournot, who has kcjit to jwices all through his discus- 
sions, has, as we have seen (o/yy^/, jip. I T'TTb), fallen into 
serious errors. 

Quite recently, however, Professor Nicholson, while 
holding generally to the position of Picardo and Mill, has 
departed from the established mode <tf exposition^ and 

’ See Professor MarsliaU’s “ McmoMiidutn,” su|»|ilie(l totlic “Gold 
and Silver Comiuission,” rcdoired to {». 60, note ; and Professor 
Edgew'orth’.s articles in Ecoiioiiiic Journal, vol. i\". 

" “Prices” are used in part of Fawcett’s eh.iplor on “Foreign Com- 
merce” [Manual, book iii. chap vii.), Imttliisis in accordance with Ida 
treatment of domestic value, and fuithcr, has led to mistaken criti- 
ci.siu.s by .such writers as Musgrave [Studies in Political Economy). 

. 1«1 
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adopted by pi-efcrence the procedure of Cournot, whose 
mistakes arc, he thinks, not becaus(^ hut “iri spite of 
using money as a measure/' ‘ It thus ])eeomes necessary 
to estimate the mci’its of the two methods, and to give 
reasons for the course pursued in Cli:t]>tt!r 11. of the present 
work. 

At the outset, it is clear tliat either metliod, if followed 
with all tln^ due jirecautions, and it no mistakes arii made', 
sliould yield tiie same I’osulls as its competitor. “ Relative 
prices must be adjusted to ndal.ixc values.’’- Any dis- 
cre})ancy in conclusions is evidence ot error sonu'where. 

Nor can it lie denicil that many ]iarts of I’lofessor 
Nicholson’s c\])osition are of admirabh', foicc and lucidity. 
None the h'ss do the reasons in favour ol the oldei course 
a])pear convincing. For, in the lirst ])]ac<', form’gn trade 
in Its ruder forms is actually bartc'r. 'Ib'g.irded historically 
there can he no doubt that the use. of a cuinmon measure 
of \<due arose gradually, and that the primitive forms of 
luoney were, essentially, prized commodities. Again, even 
in its modern form, foreign trade (h'als for the most jiart 
with two ciirnmcies, not with one Traile between gold 
and silver standai'd countries is a ])rominent instance'. 
We are not justilit'd in assuming a singh' measure of value 
in such cases, each country has its own standard. Hut, 
thirdly, tlau'c is the \aiiation in money value which is 
found between dilbu’cnt countiics. As ]K)lnted out in 
criticising dournot (p. 171), th<‘ a.ssumption of a gmieral 
value of money is unfouiidccl, and tliis Professor Kicholson 
would allow, though he does not apjiear to alwa^ys licar it 
sudlciently in mind. One ellect of the introduction ot 
foreign trade is to alter tlu* scales of prices in the countries 
thus lirought into connection, so that the measure of 
value is changed in each country, but in dilferent ways.'’' 

’ Nicholson, h'liiciiika, vol. ii. j». ‘J70. 

'-J Jhid. vol. if. p. 299. 

Ricardo states lliis point effectively : “ In the foriner part of this 
work have asMiined, for the purpose of aigument, that money 
always continued of the .same value ; we are now endeavouring to show 
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To use money as a syml)ol of value under such circumstances 
can hardly fail to lead to complications that it is well to 
avoid. The facts tliat the precious metals in the countries 
of theii’ ])ro(luction are not only nnuiey, hut also [)rofita!)le 
e^poits, and in any countiy may at times be so cnijdoved, 
allord an additioniil objeclion to the use of jnic('s instead 
of llie lel.ition of commodities to illnsliale (In; working of 
foiaMgn tr.ide. 'I’lius in one of Professor Nicholson’s cases 
we, lead, “ a,ssnme that lavo countiies, A and i>, ha\(‘ the 
same standard and currency, and tliat tin* avei'agc- rate oi 
wages is 4s. per day in both (‘ountries Indoic the trade, is 
opeiu'd. Let c.ich country produce both wheat and < loth, 
Imt ... in A let one average day’s labour make a yaid 
of cloth or a bushel of wheat, whilst in !> it takes two 
days to make a yard of cloth and a day and a halt to make 
a bushel of wdieat ” ^ bVom this case a series of proposi- 
tions as to the readpistmcnts in |)roduction of wdieat and 
cloth and in lates of w'ages in A and 1> under the action 
of foreign trade is develojied. No notice, howevei, is 
taken of the fact that silver is a third commodity, and that 
in the given case it is the article in wdiich !> has the greatest 
relative advantage, w'hile As advantagi* is greatest in 
cloth - Hence the trade wdll opeli wdth sihm- and cloth, 
not w'lth wheat and cloth, as in Professor Nicholsons 
statenieut. Nor is this difliculty adeipiat.ely met by 

llial, llCsl(lo■^ till* Duhn iiy \ an.itioiis in the value ol iiumcy, and tlioso 
wluoli aic cuininon to tins wludc c<iimiiercial woild, tlieic arc al'io 
partial \,iiution-> to which money is Mihject in parlieulai eomilnos, 
an<l the, tact [//it. is| that the value ot nuuie^ is never lie* same in 
,iny twM coiintiies, depending, as it doi's, on lelative l,a.\ition, on 
nianutacturing skill, on the advantages ot ehiiiale, naluial jiio- 
diie-tions, an 1 many othci causes.” — If'oths, |i si. * 

^ Xndiolson, Fnnctplfs, hook lii. eliap. .k.vvh. fi a (vol. ii. p[t. 301, 
302). 

“ Assuming that 4s, is the silver unit, ivc ha\ e .1 da} i lahoui yield- 
ing in tin* two ei/iiutiies a^ follows : — 

Hilvei W IumI ( I'illi. 

A . . . .Ill 

b 1 i i 
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replying^ that the assumption of the original rates of 
wages (4s. iii each) is “an arbitrary,” one, “made for 
simplicity.” h’or it does in reality introduce an important 
element into the case, which docs not receive proper con- 
sideration.- It is, moi’covau’, noteworthy that Professor 
Nicholson finds it desirable to make use of all the other 
hypothetical sim{)lilications adopted by Mill.'* But if this 
lie allowable, what scientili»^ ground can there be for 
objecting to the one additional hypothesis, which is, 
besides, admittedly true in substance, vi/,., that the terms 
of OAchange are the same as would exist if no money 
wei-e used and trade were actually barter? It might even 
be contended that the particular hy])Othe.sis of bai'ter has 
a much firmer foundation than those of (1) only two 
countries, (2) dealing in but two commodities, which 

(3) arc produced at constant cost of labour and capital, 

(4) perfectly mobih'. within each country, but (o) unable 
to pass from one to the other country, while (6) there is 
no impediment to the movement of the commodities. All 
these assumptions, thoiigii admissible as logical devices, 
have yet an unreal appearance, which embarrasses the 
student, and they undoubtedly require very careful 
handling. 

There thus seems to be no sufficient reason for compli- 
cating the problem of inti'i national value by introducing at 
the outset the (dmiicnts of prices and moiuiy wages, which 
tend to di.stract attention from the essential points, and 
make detaded investigation more troublesome. ' 

' As Prolt^ssor Nicliolhoii doc.s, t>p. ('it. ji. :j02, luAo 

- It would be admissible to Kigard wages as paid in laboui notes (as 
the Socialists proi)Ose). lint then the labour notes in A would didei in 
value from those in 11, and each would simply lejtresentthccormnodities 
jiroduccd by the labour of the holdeis. Bargaining in labour notes 
between A and B would be, in fact, the very bartering of coininodi- 
tie.s observed in chap. ii. (.su/yim, pp. 22-48). 

^ “And, to begin with, tlie same hyjiothetical conditions may be 
laid down as on the barter theory.’' -Nicholson, Principles, book iii. 
chap, xxvii. § 4. 

* Some of the inquiries in book iii. chai). xxviii. of Professor 
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2. On the. effect of an iinpmrm.ent in prodnctm on foreign 
* trade 

J, S. Mill has selected as a specially interesting^ case for 
the application of his theory the ellect of an iinpiovenient 
in the production of an article in one of the two trading 
countries, and has discussed it (1) without using money, 
and then (2) hy introducing a. circulating medium ’ iJy 
each method he reaches I he same conclusion, viz., that the 
improvement may be more beneticial to the other country 
than to that in wdiich it takes ])l:icc. He does not, indeed, 
attirm that a country can be injured by an iui|)rovement 
in respect to the jiroduction of an article of e\])ort. The 
pro})ortion of benelit may be altered to its disadvantage, 
Imt notwithstanding a benefit remains. 

This more advanced position has been occupied by 
Professor Edgeworth, who argues that “the inijirovement 
may pi'ove detrimental to the evporting coiintrv, and adds 
that “the proposition is sutlicientlv sn})ported by common 
sense.” In dealing with the same problem by the aid of 
prices Professor Nicholson i caches a dilVereiit result, and 
attributes the conclusion that the exporting country may 
lx; injured to the assunifition th.at. it does not eonsunu' the 
ai-ticle in which the improvement has takmi place, while it 
continues to devote the same amount ot labour as before 
to its production.^ 

In this contlict of competent opinion it is desirable to 
reconsider the matter from the old standpoint. Let us 

NichoLsoii'b wolk iiiiiy be rcffi'n.'il to as cxanijtli's ol coinjilicatiui). 
15ut it i.> also tiuc that no bettci e.\er( isc for the stiulciiL of ocoiioiiiics 
could ho dovisod than a careful conipaiison of the two methods in 
regard to the problems tliscussod in the chajitei in (|iie.stioi^, and no 
more competent guide than I’lolessoi Nicliolson could he found. 

^ See S. Mill, Frindph’s, hook m. chap. .win. § .h, and chap. 
^\i. § 2 

" Economic Journal, vol. iv. p. 40. \Vhere the ease of fanners 
gaining by a had harve.st is adduced as parallel. 

3 Principles, book iii. chap, xxvii. § 8 ; cp. also Edgeworth, Eco- 
nomic Journal, vol. ix, pp. 125-128. 
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suppose two countries A ;iii(l H each j)roducing the com- 
modities .r and //, As unit of productive ])ower yielding 
10.*: or 20//, D’s unit lO.r or Id//, [iiider such condi- 
tions we may suppose that tlic ratio of cvchangc will Lc 
10./' :!()//, then, .so f.tr as the particular units ai'c con- 
cerned, A will have as the outcome of foreign trade 
10./' 4- 24//, instead of lO/’ i 20//, ;iiul H will have 
1 0.c -1 H)// inst(‘ad of 1 0.c 4 Id//. yV’s (h'liiand is weaker 
than ll’.s, and it gains the largc'r ])art of the advantage. 
Xe.\t let us follow Mill in assuming that A’s productive 
] lower in i-esjiect to // iiicn'ases by dO jiei' cent, then a unit 
of prodiictiie powci' will turn out 20//, and let us further 
a.ssunie that D’s demand lor // is <|uitc inelastic, so that the 
l.erms of evchaiigi* become not 10.r:lG//, but 10u;:29//. 
1) now' gets the greater part of the gain from foreign 
trade, and the position wall be that A has 10./'4-dl//, H 
10./’ 1 29// (since GO// is the jirodiiction of the two units 
in A). Still A is better olV than before the improvement, 
or than it would be without foreign trade. If neither were 
in operation the total pi idiiction would lie 20 /• i- .‘3d// ; 
foreign trade w’ould rai.sc it to 40//, the inqirovement with- 
out foreign traile w'ouh! raise it to 4d//, GO// being eon 
fined to A’s consumjitidn, wOiih; a surjilus amount of Id// 
may lie attributed to the joint ell'cct of both agencies. 
Under .such conditions A cannot lose by the imjirovement. 
But another case is jio.^siblc. Instead of an increase of 
-dO per cent, h‘t us su[)pose that it is only 10 pt‘r cent. 
Then A’s output of // jier unit will be 22 ; further, it may 
be that as 13’s demand is inelastic the ratio w'ill be 10./': 21?/. 
On these ti'rms A will have 10./' i 2‘3//, and B 10/’+ 21//, 
so that B will have gained more than the imjirovement has 
giveiif and A wall be somewdiat injured. W'e are thus led 
to admit Professor Edgewairth’s theoretical exc(*j)tion. 

The difference betw'een the twai cases suggests a further 
point of interest. AVhere the gain from the improve- 
ment was greater than that from foreign trade, detriment 
to the country exporting the aiticlc now made cheaper 
was impos.sible. It i.s only where the benefit from ini- 
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provemcnl is smaller (lian tlic advantage of interchange 
that loss could result tioiii it. Another cAciimslanee to 
he remembm-cd is that // is by the natme of tin; case an 
object of coiisnniption in A, and that there is a, gain of 
10 per cent so far a,s that side of tlu; luattei is conci'nied. 
We have also altaimal this resiill. by assiiining a \eiy 
])eculiaf condition of demand, vr/ , that in which ll is a, 
keen (lemand(>r for a, ccitain (|uantit} of //, bnl a, \ci'\ 
fcelili' one for any aihlitional anioiinl. I'Vom 10, c lOz/to 
lOi 111// in eons(*(|nencc of a slight change in cost of 
[iroduction is an iinnsual mo\cment Still nioie mipoitaiit 
is the fact that in actual tiadi', llicic .iic, not, tvo count lies 
and Iavo conimodit ii'S, but many (onntiics and iimiiini'i 
able coninioditics. ddic dt'ma.nil ol scseial coiiiitiics 
Avoiild be more elastic than tha,t ot oiu', while, on tiie 
side of siipjily, the iinprovi'incnt would at liisl strengthen 
the position of tin', exporting coinitiy against its com- 
petitors These coii'>ideratioii.'« ^how that tin' fetrof loss 
ill such a I'ase is not a. ma,t.ter foi piacinal ap|tich('nsion. 

The leal interest of the oa.-^o lies latlun in its indica- 
tion of the relation la'twa'cn nicic.iscd lorcign trade and 
other improvements, and as showing how I'ach w'oiks in 
the same <lin'(*tion a,nd is essmilially of ihe saiiu' kind, 
though conceivably one may in a spi'cial i ase atlect the 
othi'i’.^ 


,‘b Oh iJtf jionOJile losii of iHijiuloiioii (do/ idoHh tlnoH(j}i 
iniiovo/ of K’Onc/ioio oi) jonoio fno/r- 

The late Professor Sidgwiidc has gi\en the sii[)[iort of his 
high authority to the jiroposition that ti(‘e trade ma}'’ lead 
to displacement of l.iboiir, and ('ven mainlanis that^a eom- 
miiiiity may lose, not only population, but wu'alth, by the 
abandonment of protection lie puts toiward as an 

^ Por ail iiistructivi' ,itti nijtl to imMSUic Mo' ciniiitai.iliM' luHucnoe 
of iTinoval of restrictions on ti.nle and iniiaovcinciit', in tinns[>nrt see 
Gladstone, “Free Trade, Railways, and the Giowlh ol Coninicrec,” 
Mjid('nitl( Cr,tf)ir!i, Fein nary 1880, 
siipKt, ri'. 100-162. 
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illustration what he very justly describes as “an extreme 
case,” which may best be given in his o^n words : — 

“ Suj^pose a country (A) so thickly populated that additional 
agricultural produce could not be obtained from the soil except 
at a rapidly increasing exiiense, and suppose that one-third of 
its actual produce of this kind- -say, for brevity, its corn^ — is 
now consumed by the persons engaged in its chief 1 tranches of 
manufacture. Suppose that tin', country, liaving bc'eii strictly 
jtrotected, adopts free-trade, and that coiiseipiently tlie manii- 
lacturt's in (piestion are obtaimsd at half the price I'rom another 
country (B) in exchange lor corn; and for simplicity let us 
assume that the result (tf the fall in jtiice is that the same total 
price IS paid for the manufactures usually consumed. What, 
then, are the manufacturing labourers thrown out of work by 
the change to do ? The course most obviously suggested by the 
circumstances is that they should emigrate and suj)j>ly tin' 
labour recpiired in the extended manufactures i>f B, or in the 
new ly-devidojied trade between iV and B If they do not do 
this there seems no general ground for assuming that they will 
all be able to find em])loyment in A as remunerative as that 
withdraw n from them. No doubt as the, cost of production in 
agricult u!’(‘ may be assumed to incn'asi' continuously, a certain 
amount of additional labour may now be, em 2 )loyed in agri- 
culture which will be mtn-e jiroductive on the whole tlian 
some of th(‘, labour employed befoix' the trade was ojieiied, tlie 
diminution in the amount of corn produced by each new' 
labourer being more tban balanced by the inci eased pow’er of 
tin* corn to jmrehase manufactures. But if tin* additional 
labour is only applicable at a ra]udly increasing cost, the 
point will very soon come at wdiicli this balance will be 
reversed, and it is theoretically quite jiossibh' that a jiortion 
of the labourers thrown out of manufacturing employment 
could not, in the present condition of industry, be emjiloyed in 
A in tigriculture, so as to yield any surplus above, their ow'ii 
consumption. And if they could not be profitably employed 
in agriculture, it is theoretically possible that they could not be 
so employed at all*” ' 

The foregoing case suggests several points of interest. It 
is, as its propounder says, “an improbable one,” since a 
^ Principles, pp. 497, 498. 
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country where the law of diminishing return operates so 
powerfully is far ®iore likely to import than to export 
agricultui’id products. Still there are such countries — 
treland in the early })art of this centuiy was probably one 
-and there can be no <loul)l, that under the assumed 
conditions foreign tradi', leading to an extension of 
cultivation, may lower the icturn to agricultural industiy, 
and so far injure the labouring class. Against tins 
disadvantage we must set the addition to rent fioni the 
descent of the maigin of cultivation, and the reduced cost 
of imported goods, d'he fact that by the (tpmiing of a 
foreign trade the country A exjiorts food lends further 
plausibility to the contention that its po|)ulation ma\ thus 
1)0 diminislu'd. But tlies(‘ consid(*rations aie, it seems, 
disposed of by a closer investigation of the fca, lines of 
the case as stated above, 'I’he essential condition for 
international trade is a dilferenci' in comparative cost, but 
if* the corn of country A so rapidly inci eases in cost as 
additional amounts are reipn'red, it seems plain that the 
difference in the costs of pioduction of corn and manu 
factures in A and !> will diminish and liiiall} disappear, 
at which point, the utility ot the trach* ceasing, the trade 
itself will cease. Should the cost of producing corn still 
go on increasing, the state of things will be re\ersed, and 
A will export manufactures and iinpoit coin. Until the 
trade ceases there will be some gain or utility deiived 
from it, though, as jireviously sliown, particular (‘Losses 
may suffer. Another interesting point w'hicb is entiiely 
unnoticed by Sidgwick is the probable elfect pioduced 
by the previous “ ]»rotcction ” on the {lopulatioii of country 
A. By it — assuming that the ])roduct of each labourer is 
the same in value — a tax of over Itl per (‘ent hifs been 
levied on the population, i.e. manufactures form one third 
of their expenditure, and are doubled in price, and levied 
too on articles of which they stand in need, since all the 
funds set free by the removal of the 100 per cent duty 
are devoted to buying the increased supiilies of these very 
commodities. Therefore it cannot be doubted that were 
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labour able to move freely from A to B, the policy of 
protcctioTi wobld place a [u-emiiim on^th<^ ('migration of 
agricultural labour irom A. Iiabicd, the case deiaves its 
plausibility priiicijially from tin; tacit assiimprion that 
the introduction of free trade also creat(',s a ])i'evioiisly 
m)n-e\ist(‘nt mobility ot laboiii- and ca[)ital. Unless this 
assumption be inaih', we are foici'd to believe that the 
“protected” (•ounli\ A would sullcr in jiopnlation l>y a 
restrictivf' |)oliey -except it,s rcMiurces w(‘r(( so larsupeiior 
to eounti'y 1>, that, co.-.t of living in spite of “ |)iotectioii ” 
would be lowm- than in Bd A further conserpience, 
resulting from the supposed adoption of free-trade, which 
IS not referre<i to in Sidgwick’s discussion, is the efteet 
prodiK'cd on the agriculture of 15. 'I'lu' ojiciiiiig of trade 
between A and 15, if it displaces manufactures in the 
former, must so far displace agricultuix' in the latter. 
Uven admitting that the manufacturers in A emigrate to 
15, the conditions of cost will be such as to make the e^"- 
port of agriciiltmal jiiodma' to 15 profitable, and this pro- 
duce will dislodge an C(|Ual amount of the ])i'oducc of B, 
so that some of its agiaculturists xmII Ix' compidled to emi- 
grate to A, and will find moixi ad\.intag('ous em])l(yymciit in 
that countiy, or. until tin* ra])idly inciH'asing cost of pro- 
duction remo\(‘s this a.dva,ntagc, wlu'n trade will cease. “ 

It tluii’cfore appears that, even in this “extreme” and 
improbable case, the efVec,t of free traih' in reducing pO])U- 
lation (*annot 1)0 cstabbdhe<l on theoretical grounds, while 
in practice no such illustration is to be found. Perhaps 
the condition of Ireland betwi'i'ii 1X25 and 1815 is the 
nearest approach to an actual illustration of the supjxised 
case, since it exported food and imported other articles, 
with i^'acticably complete free-trade in existence between 
it and CJreat Britain. Yet, dining that period, its popn- 

^ In wliicli case it would not lo^o population by tlio ailoption of 
free- trade. 

“ Prot. Edgewoith {Ecduoiim: Jimriial, vol, vu. p. 402) loniarks 
lliat this “is not a very popular argument in favour of free-trade.” 
The remark is true l)ut irreleiant. 
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Intioii was rapidly increasing;, and decline did not set in 
until the ;ulo])tion of free-trade in coiai by Pai^dand reiiioNcd 
Ireland’s special advantage in the Jhiulish market, and 
altered the na,1iire of tin* (aminiodities deniaiuhMl. 

In criticisin^i; (he forej^oini; I'eniarks l*n)fessoi KdL;e 
worth ^ has laiscd some- points of such hiiL;h impoitam.e lor 
the true inlerpia'lation of (In' lhcoi \ of foreign tiade, that 
a l)rief coiisideral ion of llimn will piobably la? the lu-st 
means for i^ainin,^ additional h\i;ht on tiu' mailer 

(1) To th(^ oiijeclion ur^ed abo\e (p ISD), that Sidi;- 
wiek’s contention is inconsistent wilh I he [lossilality of 
readjustment nmb'r the c()ndilions of coinjiara-tive cosi, 
Ihofessor Kdi^ewoith lejoins “I am unable to inlerpret 
the first obji'ction consislenll\’ with my idea of the case. 

1 had iinaydiied a, landed inteia'st (‘m[iloyinii I he poll ion 
of the a'^ficultuial ])iodnc(' not (oiisiiiiied b\ I he owneis 
and cultivators iii the ])urehase of niaiiufaetiu I's from a 
landless class. On the opeiiine; of trade the landed interest 
transfer their custom to the maiiufacturei s iii II, and the 
manufacturers in A are left, to staiae or (unieiiati' ’ ddie 
obvious comment on this deliniti' statennuit is, tliat it 
describes a, conc(*])tion of economic ore.ani'iat mn \ ei \ dillermit 
from that adopted in th(‘- pie.Muit woik In place of a 
landed and a landh'ss class, it appears molt' in accordance 
with the conditions of the case to imagine- a, society com|)Osed 
of landlords, capitalists, and laboiii'crs, some of the two 
latter sections enya^ed in ayriciiltun', otheis iii maiiufac 
tiires. On the introduction of fiee tiade in A, which brintijs 
in chca,])ei manufactures, the maiinlactiirers in A neither 
“starve” nor “eminrale”. they transfer llicii labour and 
capital to agricnltiue, in which thme is, // hiijxilJn st, aii 
ojiening, as food will be I'cipiiu'd for expoit. to 15 i^ P'*'}'^ 
ment for the imported manufactures (Indi'i the assumed 
conditions rent in A will rise, and so will the cost of a^ricnl 
tural production, until the])oint at which I hei isnodifference 
in the comparative costs in the two countries is attained. 
At this point, again, the view^ of the situation take-n in the 
^ Earnomic Join mil, vol. vii. p]). 101, 102. 
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present work differs from that of Professor Edgeworth, for 
if, as has heeh stated above (]>. 15), a^ difference in com- 
parative cost is the essential condition tor the maintenance 
of foreign ti-ade, tin; al)sence of that condition involves the 
cessation of the trade ^ whicli is dependent on it. Other 
wise, it would be impossible to understand how the export 
of agricultural ])roducts changes, a.s under a further develop 
rneiit it would do, into the, ('xport of manufactures. 

The ])assagc in Tonams’s Proditdion of If^eolfh refcired to 
by Professor Edge.worth tends to confirm the view taken 
above, for Torrens assumes that agriculture has reached its 
limit of production, and affoi’ds no field for additional 
capital. He tluis avoids the difliculty that besets Sidg- 
wick’s case, though his hypothesis is, as Professor Edge- 
worth justly remarks, a “wo(Klen” one.‘- 

A second important matter is the itiHinmce of “friction.” 
On the general ptineiple there is happily agreement. But 
it is not altogether (‘,asy to see why the condition of friction 
sliould make it conijiarativelv easy for artisans to migrate 
from A to B, but pi-actically impossible for them to ])ass 
into agriculture in A, «ir for agricultural labourers to migrate 
from B to A. In dealing with such problems we may 
cither leave friction out of account altogethei', or consider 
it as it actually opei’ales. It can hardly be admissible to 
specially assume thi; action of certain forms of friction to 
support an hy[K)tbesis in which the action of those par-- 
ticular forms has not been explicitly postulated. 

This difficult (piestion has been discussed since the 
appearance of the third edition of this book, by Professor 
Edgeworth, Professor Loria, and the ])resent writei-.^^ It 

’ Tliis is certainly tlie doctiinc ol Ricardo, J. S. Mill, and Cainics, 

- It’is worthy of note that Torrens’s theory is really derived from , 
the protectionist idea th.it home trade, employs hvo cajiitals, foreign 
trade only one, on which sec The Comvwrce of Naiions, pp. 151, 152. 

See J<JconoinLC Jounm/ , vol. x. pp. 389-392; vol. m. pp. .582-596 for 
Professor Edgeworth’s reasseition of his position. Professor Lona 
[Economic Journal, vol. xi. pi». 87-89) strongly sup])orts the view 
taken above. In the same volume, pp. 22t)-229, an attempt has been 
made to restate that view in renlv to Profe.ssor Edgeworth’s criticisms. 
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IS (Icsinililc to indicate concisely the results obtained b) 
fiirtlier examination. Fii-st, it seems that IVofessor Edge- 
worth has somewlnil miseonceived the precise point at 
issue, lie suggests that “ the diderenee consists in Jh’o- 
tessor i»astal»le’s takijig a more absti’act \icwof the con- 
ditions." “ There would be no objection to his lanng e(mtent 
with the first and main appro\i!nation which })ostnlates 
the solidarity of iutere.sts in a nation, provided that he did 
not complain of those who, proceeding to <i second approxi 
mation, ta,ke account of the di\ nioii of inteiests within a 
country ' This statfnnent is a. surprising one i\o com- 
j)laiiit of the kind was made. Indeed, om* of the chu'f 
objects m the [irep.iration of this book was !(> dc'al system- 
atically with this \('ry (pneslion of “ thedi\ision of inteiests 
within a(*ountiy. ’ ('hapter \ 1.- ‘"'riie IiiHucma* of l^'oreign 
Trad(^onthe Internal 1 )istt ibiilionoi Wealth" -is altogethei 
devoted to this lojiie, and it contains a discussion of ‘Mlie 
(‘oneei\’abl(' eases id hv-^s ’ to jiaiticiilar classc's, which h 
dehnite enough to lia\e. pie\ent('d .any mist, do' .iv to tin* 
positimi taken up ddie p.iiliculai projio-itioii of Sidgwick’s 
wdiicli is iiitdi'i' coiisid('raiaon is, “that a c.ountiy may !os<' 
])o[)ulatioii through free t i.idt'," ’ and it was to that point 
t hat our Cl iticisiiis w cl e devoted •Plus di.sciisMon w.is in 
the second edition placed in (’lia[)tei .\. in c«inneclion with 
the (jiiestioii ot alleged di'iiopulation tliioiigh fretMiade. 
and in t he thud edition a, special referem c to that ehajiti'i 
weis giw'ti. It is liaid to see what fiiitln'i precaution 
against misapprehension could haie lieeii taken 

Again, Professor I'idgewoilli remark-^ “ Pnougli has 
been said to show' that . . Ihr siuldni titlnitliidid/i of frei' 
trade might reduce the woiking classc's to bi'ggaiy. ’ " 
Though the statement is far too strongly woidi'd to*win 

' I’JciiiiO/iiir vnl. m ji]». .')S t-.'iSJ 

- ‘ So r.ii we li.i\c not (‘.on.sideit <1 tlio etlei L of jaotecl.ion on the 
l)o|iu!.itioH ot the two (listiicls," the iiIiiMsc hy wliioli Profchsoi 
Sidgw'iek coiniMcuoes Ins slalcmeiil. Po/ithul' hriuiOiii,ii (tst ed.j, 
p. 49J 

■ Eatnonne Jonrmtl, \ul v. p t!92 Tlie italics aie ours. 
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assent, the iini)ortant clement of truth that it contains is 
not inconsistent witli the position here takeiiJ For tlie 
point in disinite is not the temporary eH'cct of a sudden 
change from one n'fiiiiu’ to another, hut the permanent 
results of a free tradi; policy. N^or does the fact that the 
lal)oui'(‘.rs iiifii/ lose, force us to the eonclnsion that they 
must straightway “stai-ve or emigrate.” Unless the standard 
of living is at the liare suhsistenee ])oint, theie is room for 
a tail in wages without reducing population. 

On a third point it must still be maintained that then' 
is a fundamental dillerence between tin* view taken in this 
book and tlnit ]mt foiwanl b}' Drob'ssor Edgeworth, viz. 
On tin' relation ol the si'veral ei-onomie classes. In accord- 
ance with Kicardo's conce[>tioii w(^ ha\e regarded society 
a,s made up of three dashes - - landlords, ca})italists, and 
labourers, each marke.d oil' from the tw'o reniaining siictions. 
It is lind very social orgaaiisal ion which Professor Edge 
woith a'^.^erts and repeals is the one (‘ontcinplated 1>y hiin,- 
but in his e\|iosilion I he ti ipartitii division is clearly I'c 
placed by one into two m alioin • (1) the possessors of land, 
and (2) tin' landless class. In his latest n'statenient the 
samenb'a reappears. “ Let us breal'. ii]) tin* country which 
adopts free-traih' into' its constituent islands. Let that 
which is occupied by the. woihiiig class be (‘ailed u ; and, 
(l^ 'iir arc nol hen' niiifli loiircriirtl ii ifli (hr irh/di M'jxinitr 
(hr adirr nilrirdr, let us lump tin* rest of tin', archipelago 
und(‘r the designation a (.ompiisiiig capitalist - entrc 
prcneurs, pos>essois of land, ow ners of shares in productive 

* Tilt; .iitielo in l/>‘i tnul/icini , ulicO! |,lic cnluismoi) Sidgwiek’s 
view oiigiii.ilL aii]ifMiC(i, contaniod the I'ullouilig Ji.issagc : “To 
.ivoid )iiisiiiU'i']iii‘l,iti()ii, I uiupit to add Dial, a Middcii and ra[»id 
eliango lioin a [iidii'y ol stivt jindcolion to one of juiii! IVcc-tiadc may 
cause c,on^ld^Ialde injiny and loss a in'ojtosilion wliicli is true of 
all gi'c.it indii.sinal <‘li.ing(^ Imt I <1(» md lielKiVc, that Irec- 
tiadfis, hcgiiiiinig with J\dain Smith, liavo ever shut tlieir eyes to 
the hml If any have done so they have iiudouldcdly erred. ' Any 
such caution a|Hieaied to ne unnecessary in .i s|iccial woik on foreign 
Uade. 

~ 3 imoniic Jiiui lUtl, vol X. |i. 390 ; ved \i. p ;jS(J 
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entci j)i i\u^, ;ui(l all iiuiniicr ot /Phc I'lause 

which \v(! have ilalicjied hianijjs out the essential (litlereuec 
h(‘tw(a‘ii Proft's^or Kdgewortli’s point of view and that 
whieli, follow iii^r Picardo, we ha\e tahen. Tn the Picardiau 
systi'ni the landowiK'f and i-apitalist an* sharply seitarated. 
They aic ‘‘ luni])ed ’ together hy P|•()t(^',-^o|• lulya'woi th. 
h'or th(‘ pur[)0‘^(' of the pres(‘nt discussion the separation is 
iiiipia taut. W liiui “additional a i!;ri cultural proiliice cannot, 
he ohtaiiied from the soil except at a lapidlv inci easing 
expiMisf', ’ ' iticreasiMl demand henefits the hindow n(‘r, hut, 
hy makiny^ cajut.d at the maiLtin less product i\ e, it injures 
the capitalist Thus tin' posdhle loss which is leyarded 
hy Sidywick and Proft's.sor Pdyiuiorlh as falluii; on the 
lahouK'rmav h* hoim' hy tin' c.i]iital'st in redmaai in!<'i'est. 
Moieov(“i, t loMiitlicuIty of imlepeiident production on tlu‘ 
kdioiuer’s part is ohvi.tcd, loi tin' cipilal to I'lnplov him 
Is pro\ idl'd h\ l,he capilalisls, and dircctiny .dnlity is fut 
iiisheil 1 )\’' the I'tit repreneuia, who an' displaied from 
maniitaclui iny industiies At this st.iye a (pie,stion put, 
hy Piof('s-o:' pdyeworth in his l,il,est tn'atmeiif of the 
matti'i (h'ser\es < oiisidcration. should t he i ost, of 

a,yriciiil 111 al products nniease 1 h'\oiu 1 tlir point at whiili it 
just pays I'tuii'piencuis in \ to exchanye aut n iilt iiial pio- 
(hicts foi' th-' maniifat t in cs of P / and what leason 

is t lici e toi 1 hmkiny that this point is so hiyh that the cost 
of ayiiciiltural pnalinr as compared with that of maim 
fact, Hied ai tick's will he as yii'at as it was ui A hi fore the 
0|)enini; of the ti.ide?’’* The aiiswei which naturally 
occnis Is that so loiiy .is then* is iiucmployed lahout 
and cajiital, tlnu'c will he pri'ssui e wdiicli will leduce the 
reluins ohtaiiu'd .uid continue douiy so until the balance 
lietweeii ayiiciiltiin' and manufactures re.iches the point at 
wdiich import of manufactures ceases to Ik' advantageous. 
A\die,n this jioint is attained, the labour and c.ipital directed 
towards ayrieulture in (‘onser(uemc of the ojiening of 

^ Erinwmn: Journfil, \ol. \i, p. 587, 

- Siiiyw’iclv, f.c. jt 497. 

^ Economic Joui iw.J, vol. xi. p. 588 
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foreign trade, will he again employed in manufacturing for 
home consumption. ^ 

It thus appears that the industrial situation of A would 
he a fluctuating one— a section of its producers oscillating 
between agriculture and manufactures, which is an undp- 
sirahlc position. This, however, is merely the conseipicnce 
of dealing with unreal abstractions. In considei’ing Sidg- 
w'ick’s case we have endeavoured to i-egard it in the 
purely theoretical as[)ect. One css(mtia,] point was that the 
condition of const.int l•otllrns holds good in manufactures. 
Trom this a.s.sumpUoii the i?i.stahilitv, indicated above, 
results. If we admit that, /// rc//a//Mc.syy(rrAs’, manufactures 
come und(‘r the condition ot diminisliing returns, this diffi- 
culty is removed \V(‘- no longer have to deal with the 
complete ahandonmenl of manufactures foi' agriculture, hut 
rather with the contraction of the formei' and extension of 
the lattei’. Nor is there any trouble in seeing how, in 
fact, tliis inlluenee is oj^eiative. Manufacturing is carried 
on by several producer^ jiosse.ssing une(ptal advantages, 
and is, besides, eom|)osed of diffierent industrii's which ai'c 
not all on tln^ .-.ame tooting, dffiis, it need hai'dly lie .said, is 
the actual condition imevery count, ly, but in di.scu.s.sing an 
.ivowedly hypothet ical < ase which is simplified to tin* 
utmost we have to follow out, i fm opi'ration of t he forces 
working under the gnaui limitations The K'sult is, we 
lieliiwe, that stated in the preci'ding p,u'agraph. 

On aiiothei- jKiiiit— tin' re.d nature of the comparative, 
cost which governs foreign traih; -our difibrcnci' from 
l’rofes.sor Iklgewoith is greater than he believCs. While 
(piite aceejitiug the viiiw th.it if the cosf.s of production 
meant are the .actual lu.argin.d costs established under the 
I’cadjusting iiifiiieiice of foreign trade, there must be iden- 
tity of cost ; in both countries it was definitely .st.ated that 
“for the special point under consideration that meaning 
appeared unsuitable.” ' Oonsecpiently, Professor Edge- 
worth’s mathematical illustration and his further observa- 
tion.s arc altogether inapplicable. For the identical 

’ I'Jroaitinir Jiiiiina/, vol. x]. p •Jj!9 
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(‘onij)arativ(i costs are merely the )e<uli of Joreigii trade: 
“ tlie comparativc^osts wliich would exist at. tlio maigiii on 
Llie liy[)oth(isis that each eomitrv is isolated’' arc tlie 
whicli deteimiiie the character and c<uitsc of fonngii trade. 
This is, Me maintain, the right cotiception of comparative 
cost for the matter in hand Professor Kdgeworth’s assi'r 
tion of “complete agreement M’ith Ihoh'sM)!- I.ori.i” is also 
somcwliat puzzling, a.s tliat disLinguislied writer is, and 
helievcs that lie is, in agreement MUtli tin' view we ha\e 
taken. It is, howeyer, aoomjianied l»y the imiiortaiit 
sNitenient that the case of constant cost is excluded from 
the g('iieialisation that the dilleience in (ost disappears 
at the point of ecpiilihrimn. As tlii,. c.is(> i.s implied in 
Sidgwii'k’s discussion, i(> heconu'.^ still moi'c ilillli-ull to 
follow Professor Pdgeuoi ill’s aigument in il.s -^iipport. 

Another point >1 diirerenee Mlinli i-. ot tlu'oretical 
sigiiilicanei* is that respeet ing t in* position of tin* lahourers, 
who are legardi'd hy Pioh's.sor Mdgewortli as dependent 
d’lius he wntes • “ Tin* l.inde(l nitei est ti.iiish'i then custom 
to the iiianufacturer.s in K, and the manutaelurers ni A a,r(‘ 
left to starve or eniigiate ’’ ' And again, "snpp(»snig that 
a large body of workmen are tjirown out of employment 
and th.it only a small ;uiionnt of food is .illowed to 
them by the charity of the favoured ( lasses ” d'ln* 
Pieardiaii point of \ iew i<‘g.irds the l.dioureis a.s inde- 
pendent pi o(lucei.*t, and therefoic as not depi'iideiit on tin* 
“eu.stom” of the landowners or in nei'd of chant v Thn 
(lisciissioii of “so minuti* a jioint in so hypothetica! a, case' 
may, as Professor Fidgeworth rein. irks, seem uniiece.ssar\', 
but he is fully justilii'd ni consideiirig it as testing the 
more general theory, of wliidi it need hai'dly be said he is 
a convinced adherent. * 

‘ r.C'iiiiihid’ JnHi mt! , \(il. \ii. |i '101 Ihiil. \()l, XI ji. [ise 
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